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SUBJECT: The Mali Economic Policy Reform Program (688-0240) -
Project Authorization

I. Problem:

(i) You are requested to authorize a grant of $18,000,000 from the
FY 1985 ESF funding designated for Economic Policy Reform Programs
in Africa. It is planned that all of these funds will be obligated
in FY 1985, with conditional disbursements made over a three-year
period as policy reform measures are implemented.

(ii) You are also requested tc delegate authority to the Director,
USAID/Mali, for negotiating and approving modifications in the
Program Conditions Precedent to disbursement, due to unforseen :
changes in circumstances, after the dollar uisbursement of the first
tranche of each Program component has been made. -

II. Discussion:

A. Program Objectives:

The goal of the Economic Policy Reform Program (EPRP) for Mali is to
support long-term sustainable growth. The purpose of the EPRP is to
support the Government of the Republic of Mali (GRM) in its efforts
to: (a) provide an environment conducive to expanded economic growth
and employment in the private sector; and (b) reduce the burden of
che public sector on the economy while increasing its efficiency.

To accomplish these objectives, the Government of the Republic of
Mali will carry out:

1. A reduction in'gggulatory controls on commerce and
industrial activity In Mali (through revision of the
Commercial Code and revised legislation on pricing);

2. Tax reform to establish a more equitable tax system
providing incentives for private sector growth and
the creaticn of employment opportunities, accompanied
by measures to improve tax administration;

3. AR reallocation of public budgetary resources;
increasing the amount directed toward non-wage recur-
rent expenditures to ensure effective accomplishment
of necessary tasks, by decreasing the proportion
required to meet the public payrecll; and

4, The privatization and/or closure of selected public
enterprises, accompanied by policy and institutional
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reform, leading to greater efficiency of public enter-
prises as well as greater accountability.

EPRP funding will give the GRM the financial flexibility to move
ahead on this reform agenda. WNone of the measures requires
sustained external financing but their implementation implies
extraordinary, short-term expenditures or revenue losses which must
be offset in some way. This Program is being undertaken in the
context of various policy reform activities involving the IMF, IBRD,
and ather danors as well as grain pricing and marketing policy
reforms facilitated by the use of PL 480, Section 206 funds. To
assure sustained political commitment on the part of the GRM to
specific reforms, release of EPRP funding will be conditioned on
progress actually attained in carrying out the specified agenda and
to GRM/USAID policy dialogue on areas for further action. There is
already a significantly increased commitment at top levels of the
Malian Government to aliocate to the private sector and the
marketplace a much larger role in economic decision-making. The
Governmert is also becoming increasingly aware that concrete policy
and institutional reforms are necessary to encourage the private
sector to expand. There is bro4d agreement at both technical and
ministerial levels o7 the GRM as to the desirability and feasibility
of the proposed series of policy reform measures to be supported by
the EPRP financing. Annual joint USA~AID/GRM reviews of problems and
progress in implementing these measures will provide a mechanism for
close monitoring and redirection, if necessary, of the
reform-related activities.

B. Brief Description of Principal Program Components

The revision of the present Commercial Code will result in a single
document containing all regulations concerning commerce in Mali.
The new Code reflects a more realistic and modern approach to doing
business, better defines conditions involving confiict of interest,
remaoves restrictions on employees entering into business similar to
their employers, and greatly reduces the regulatcry and licensing
constraints to entering into business.

The new pricing legislation will introduce the concept of
market-determined prices into Malian law. Although the prices of a
few basic commodities will continue to be fixed and/or regulated,
the nrices of 80 percent of commodities traded will be determined by
supply and demand.

The goal of the tax reform is an improved environment for private
sector investment, employment creation, and productivity. The
specirvic objectives of the reform are a gradual movement toward
lower tax rates, a better distribution of the tax burden among
taxpayers, and strengthened tax administration. In the short-term,
a raduction in tax rates will result in revenue shortfalls; these
will be offset on a declining basis by EPRP fipancing. By year 3 of
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the Program, administrative improvements should be firmly in place,
not only compeasw¥Af™iRNUYYLNS rewmpng, due to rate reductions, but
providing additional revenues as weﬁ?"h{,n, the medium- to long-term,
the tax reforms should result in reduced 1ﬂ%aqtives to evade taxes
and commit fraud and in an expanded tax base a¥ growth of private
sector businesses in Mali is encouraged.

Reducing the burden of the public sector on the economy while
increasing its efficiency will require substantially slowed growth
in the number of civil servants and reallocation of budgetary
expenditures. The net result will be a restructuring of the
expenditures side of the public budget. The present weight of the-
public sector wage bill results in such seriously reduced
allocations to non-wage recurrent costs that productivity is
negatively affected. Two measures are required to reduce the wage
bill: placing limits on hiring of new personnel and encouraging some
of those already hired to leave. These actions will free up
budgetary resources, permit the sustainable restructuring of the
public budget, and ensure that those working in the civil service
have materials with which to work effectively. :

C. Financial Summary

The total financial support to be provided by the Mali EPRP to thé
GRM economic policy reform agenda is estimated at $18,000,000. )

The following is a breakdown of EPRP financing by expenditure
category: ! :

Dollar Disbursement for Tax Reform $ 8,315
Dollar Disbursement for Budget Restructu:ing; 8,365

Commodity Procurement , 490
Technical Assistance 770,
Training e 160

TATAL €10 nnn’

D. Benefits

The Program Assistance Approval Document (PAAD) contains detailed
information on expected Program benefits. It indicates in
qualitative terms the nature of the broad changes which are expected
to occur in the structure of the Malian economy as a result of the
policy reform measures implemented. It also discusses the
assumptions underlying the projected $14 million in additional
Government revenues which are anticipated to result from tax reform
efforts over a three-year period and the more than $50 million in
budgetary savings on the personnel account which will be available
for non-wage recurrent costs over a l1l5-year period.
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E. Implementation Plan

The principal GRM executing agency will be the Ministry of Finance.
Technical assistance will be limited to coordination and monitoring
and to the procurement and installation of computer equipment, and
training of Ministry staff in its use. Any additional technical
assistance or training needs will be funded from other Sahel
Development Program projects. The.Bureau Environmental Officer has -
approved the Mission recommendation“that the Program should be :
granted a "categorical exclusion" as 1E'1nvolves only dollar
disbursements, technical assistance, and office equipment.

F. Conditions and Covenants

Conditions and covenants to be applied for subsequeht,disbursementsﬂ
are described more fully on Page 2 of the PAAD Facesheet.
Conditionality on the major part of the EPRP financing will ensure
that the GRM plans for reform are in fact implemented and that
desired objectives are attained. It should be noted that no
benchmarks have been set for the condition precedent dealing with
privatization of public enterprlses (parastatals) under the budget
restructuring component. This is a minor element of the project.
The Mission will be instructed to develop a negotlatlng position
regarding minimum targets which should be met prior to the
disbursement of the first budgetary reallocation tranche.

In view of the complexity of some policy reform-related actions
which are to be carried out by the GRM tu fulfill the terms of the
Program Grant Agreement, it is recommended that the Mission be
granted authority to establish annual targets for tax reform and
budget structuring components, adjust them, and determine whether
targets as evidenced in the conditions precedent to subsequent
disbursements are met; however, changes in conditions precedent for -
disbursement of the first tranche of each component :wust be approved
by AID/W. Through the continuous monitoring of the Program .
Coordination Unit (PCU) and the joint GRM/USAID annual review
process described in the PAAD, the Mission will have ample
opportunity to consider problems and progress in depth; the Mission
Director will draw on this information to make the final -
determination as to the fulfillment of the Conditions Precedent for
each tranche. USAID/Mali will keep AID/W informed about progress
being made to satisfy conditions precedent. Any changes in these ,
conditions will be formally documented in PAAD amendments, and AID/W
will be provided copies of these revised documents.

G. Responsible Offices

USAID/Mali will provide a proaect manager for 1mplementat10n of the'
Program. AFR/PD/SWAP will be responsible for backstopping the
Program.
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III. Justification to Congress

A Congressional Notification was sent to Congress on July 26, 1985
and the waiting period expired August 10, 1985 without objection.

IV. Gray Amendment Cbjectives

The Mission will encourage to the maximum extent possible the
involvement of small business concerns, small disadvantaged business
concerns, and women-owned small businesses as contractors and
sub-contractors. In this respect, the Mission is looking into the
possibility of using a small business concern for procurement of
computers and technical services.

V. Recommendation: It is recommended that you approve the attached
Program Authorization and thereby approve life-of-Program funding of
$18,000,C00. It is further recommended that, after the dollar
disbursement of the first tranche of each Program Component has been
made, authority be delegated to USAID/Mali for negotiating and
approving modifications in the Program Conditions Precedent to
disbursement, due to unforeseen changes in circumstances.
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Disapproved:
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18. SUMMARY DESCRIPTION

The

Grant total will be executed as

implement:ation of certain economic policy reforms in Mali over a period of three years
will be facilitated by a Program Grant of $18,0 million,

Approximately $16.7 million of the

conditional dollar disbursements; these dollar disbursements

will be complemented by limited technical assistance, commodities, and training estimated

at approximately $1.3 million.

Subject to the availability of funds and mutual agreement of the Parties tc the terms and
conditions set forth in the Program Assistance Approval Document (PAAD) attached, dollar
disbursements will be made to the Covernment of the Republic of Mali (GRM) upon fulfillment

of benchmark conditions laid out in the Program Grant Agreement regarding major policy reforms.

These reforms include:

revisions of the Commercial Code and pricing legislation to encourage

private sector commerce and industry; tax reform; privatization of public enterprises; and

budgetary restructuring.

Disbursements linked to regulatory change and tax reform will be
made in annual tranches of approximately $2.6, $3.5, and $2.2 million, respectively.

Dollar

disbursements linked to meeting of conditions related to the privatization of public enterprises

and budget restructuring will not be on a strictly annual basis.

An initial disbursement of

$880,000 will be made following the signature of the Program Grant Agreement; two addtional
releases of about $2.7 and $4.8 million will follow accomplishment of specific Program

reasures and policy actions.
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All of the conditions established in the Program Grant Agreement for each
dollar disbursement are related to the Program purpose: improving the
environment for expanded growth and employment in the private sector and
reducing the burden of the public sector on the economy while increasing its
efficiency.

Concurrent with the signature of the Program Grant Agreement, a Short-Form
Program Agreement will be signed with the GRM in the amount of $1.3 million
for direct payment by AID of the foreign exchange and local currency costs
asscciated with the establishment and staffing of the Program Coordination
Unit, the purchase and installation of computer equipment in the Ministry of
Finance and the National Commission for Administrative Reform, and
computer-related training.

Conditions Precedent and Covenants

In addition to the standard Conditions Precedent (legal opinion, specimen
signatures, and designation of authorized representatives), the following
Conditions Precedent and covenants will in substance be included in the
Program Grant Agreement.

1. First Disbursement

Prior to the first disbursement under the Grant ($880,000), or to the issuance
by AID of documentation pursuant to which disbursement will be made, the
Grantee will, except as AID may otherwise agree in writing, furnish to AID in
form and substance satisfactory to AID:

a. Evidence that quarters have been established in the Ministry of
Finance for the Program Coordination Unit (PCU).

b. Evidence that two qualified Malians have been designated to work
collaboratively with one expatriate adviser in the PCU; they will be
assigned for a period of up to three years.

c. A statement designating the bank and account number into which
disbursement is to be made.

The above conditions will also be considered Conditions Precedent to the'
Short-Form Program Agreement.

2. Additional Disbursements

A. Tax Reform: The "First Component"

Before the release of the first tranche of funds ($2.6 million) for the first
component of the program, the GRM will, except as AID may otherwise agree in
writing, furnish in form and substance satisfac“ory to AID:

1. Evidence of Council of Ministers approval of revised texts, by decree
or otherwise, of the Commercial Code and of texts relating to the
regulation of prices and the control of external trade.

2. A three-year action plan for conducting tax reform in Mali and a
detailed action plan, acceptable to USAID, for the first year of tax
reform activity. This one-year plan should include estimations of
possible revenuve shortfalls and gains likely to be realized as a
result of implementation of the plarn.

|10
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Before the release of the second tranche of disbursements relating to progress
on tax reform measures, the GRM will provide evidence of legislative enactment
of regulatory texts regarding pricing and external trade as well as the
revised Commercial Code. The second tranche is estimated to be $3.5 million.

Before the release of the seccad and third tranches of funds for the first
Program component, USAID and the GRM will jointly review the results of the
previous year of tax reform and adjust the funding programmed for the
succeeding year as needed. The adjustment process is described in detail in
Annex I. In sum, the GRM will:

1. Present written evidence of the estimated revenue loss realized in
the previous year due to the implementation of the program and of
estimated revenue gains made due to improved tax administration.

2. Present a detailed action plan for the succeeding year of tax reform
activity.

3. Demonstrate satisfactory progress in implementation of the preceding
year's program.

Dollar disbursement for the third tranche will be approximately $2.2 million.

B. Budget Restructuring: The '"Second Component"

Except as AID might otherwise agree in writing, before the release of grant
funds for the first tranche ($2.7 million) of the second Program component,
the GRM will:

1. Fulfill all conditions precedent for the first tranche of the first
component.

2. Computerize the payroll; all centrally-paid government employees have .

been, and are being, paid through the computerized system.

3. Put the new budget account classification system in operation for k
receipts as well as expenditures.

4. Demonstrate evidence of having launched the privatization of public
enterprises.

5. Develop detailed administrative arrangements governing the voluntary
retirement program; the Ministry of Finance, the Ministry of Labor
and Civil Service, and USAID will agree as to feasiblity of
implementat.ion.

6. Develop detailed arrangements for the functioning of the Feasibility
Study Fund and the Credit Guarantee Fund; the Ministry of Finance,

BCEAO, and USAID will have agreed as to feasibility of implementation.

7. Develop detailed disbursement procedures for the EPRP financing,
satisfactory to ATD; the Ministry of Finance and USAID/Mali will
also agree on the constitution of various local currency funds needed
to implement specific measures associated with the voluntary

I x
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retirement program and on budgetary provisions the Grantee will make
for the improvement of tax administration.

8. Daotermine a ceiling, acceptable to AID, for new recruitmencs into the
Civil Service for 1987, which takes into account recruitments by
category, the average salary level (expressed in index numbers) of a
new recruit, and the value of an index point. AID has tentatively
projected a ceiling for 1987 of 1100.

9. Target improvements in the structure of the budget, acceptable to
USAID, expressed in terms of budget indicators which will have been
mutually determined. WUSAID has tentatively identified
materials/personnel expenditures ratios of 0.327 and 0.37 as
acceptable ratios for 1986 and 1987.

It is likely that the first tranche disbursement for budget restructuring will
occur in the second quarter of calendar year 1284.

Prior to the release of the second tranche of funds ($4.8 million) for the
second Program component (which could be as early as the beginning of calendar
year 1987, depending on progress made), the GRM and USAID will jointly
evaluate the implementation and impact of measures implemented in the
preceding period. They will agree upon any necessary modifications in the
component design for the following period. 1In addition, the GRM will:

1. Present financial records of expenditures involved in implementing
specific measures agreed upon in the disbursement of the first
tranche (that is, severance pay, pension guarantees, credit
guarantees, and feasibility studies).

2. Demonstrate adherence to the 1987 ceiling on new hires into the Civil
Service and determine a ceiling, acceptable to USAID, for new
recruitments into the Civil Service for 1988. This ceiling will, as
in the previous year, take intc account recruitments by category, the
average salary level (expresssed in index numbers) of a new recruit,
and the value of the index point. USAID has tentatively projected
ceiling levels for 1988 at 800 new entrants.

3. Demonstrate effective control of expenditures in the preceding year
and target improvements in the structure of the budget for the
following year. This target should be acceptable to USAID and
expressed in terms of specific budget indicators dealing with the
ratio between personnel expenditures and non-wage recurrent outlays.
USAID has tentatively identified a materials/personnel expenditures
ratio of 0.34 as an acceptable target ratio for 1988.

3. Special Covenants

Except as the Parties may otherwise agree in writing, the Grantee covenants
that it will, throughout the duration of the Program:

1. Assure the presence of adequate technical expertise in the Department
of Internal Revenues and the Customs Service to monitor the results
of the proposed tax reform activity.



—5-

. Assure adequate allocation of budgetary resources to the Department

of Internal Revenue and Customs Service to permit the realization of
the projected tax revenue increases due to improved tax
administration.

. Maintain its policy of not recruiting contractual employees in those

categories and otherwise strictly limiting personnel recruitment.

Assure that the privatization of public enterprises has been carried
out with severance pay, a credit guarantee fund and a feasibility
gtudy fund, that is, in a way similar to that proposed for the
voluntary early retirement of ¢lvil servants.

. Assure the assignment of the same personnel to the PCU for the

duration of the Program as far as possible; AID will agree as to
changes which may be necessary.

Establish a program for publicizing regulatory or administrative
changes enacted with respect to the Commercial Code, price
regulation, and tax reform. In addition to normal mass communication
channels, direct communicatlon channels with interested groups should
ve encouraged and used.

. Establish procedures (in addition to automation of the payroll) to

ensure that civil servants leaving the Civil Service through the
Voluntacy Early Departure Program are not rehired into Government
service.

Allocate to the PCU adequate powers for the monitoring and evaluation
of the progrum. "Evaluation" will include: (1) evaluation of
progress towards attainment of program objectives; (2) identification
and assessment of problem areas or constraints which may inhibit such
progress; and (3) to the extent feasible, an evaluation of the
overall impact of the program at its conclusion.

13



EXECUTIVE SUMMARY

A. The Request

The Government of the Republlc of Mali (GRM) has requested assistance in
implementing a program of policy reform aimed at improving the environment for
growth and employment in the private sector and reducing the burden of the
public sector on the Malian economy. USAID/Mali is proposing a three-year

(FY 1985 - 1988) $18 million assistance package to the GRM from Economic
Support Funds (ESF) for the Economic Policy Reform Program (EPRP).

B. The Economic Policy Context

Following independence, the Government of the Republic of Mali (GRM)
implemented a state-led development strategy to achieve its objectives of
rapid industrialization and modernization. The policy mechanisms chouen for
achieving these objectives were the creation of state enterprises and the
rapid expansion of the central government apparatus to administer the economy
and provide expanded services in the education, agriculture and health
sectors. Employment in the state sector was expanded far beyond the capacity
of the government to finance it. The economy was controlled through a wide

array of cumbersome &nd constraining state regulations covering virtually all
sectors.

To finance the rapidly growing public sector, taxes literally confiscatory in
nature were levied on business and commercial agricultural production; low
food crop prices (to serve as wage supplements to low-;21id civil servants)
were imposed on rural producers.

This combination of policies resulted, however, not in dynamic growth and
development, but in costly failures. First, management of the public
enterprises proved beyond the capabilitiles of the limited pool of trained
personrel. Thus, rather than generating the anticipated surpluses, the
enterprises incurred huge losses. Rather than drawing on the public budget to
meet these losses, the Government began borrowing heavily from the dnmestic
banking system; “his had two effects. It resulted in heavy burdens of bad
debt in the state-owned banks and it crowded out private sector firms from
access to bank credit.

Second, the rapidly expanding scholarship fund for training future civil
servants combined with the rapidly expanding wage bill for the civil service
proved to be a major drain on the public revenues.

Third, having underestimated the adverse impact on production of low producer
prices, the government was faced with declining per capita food pr duction,
stagnation in agricultural exports and an increasing need for foou imports.
As a result, Mali began experiencing a growing shortage of foreign exchange
and was forced to adopt a policy of strict import rationing.

Fourth, because of the government's emphasis on state enterprises, individual

entrepreneurs had little incentive to develop the private sector. Taxation
and regulatory policies made economic life even more difficult.

4y



In response {o this situation and under pressure from the donor community, the
GRM articulated a program of economi: policy reform in 1981. Under a series
of Stand-By Agreements with the IMF, the GRM instituted a number of important
reforms which have resulted In: (1) a reduction in the budget deficit frecm 9.7
billion francs CFA {FCFA) in 1981 to about 3 bil)lion FCFA in 1984; (2) a
reduction in total government arrears from 21.2 billion FCFA in 1981 to 11.5
billion FCFA in 1983; (3) a 1500-person reduction in the workforce in public
enterprises by 1984; (4) the introduction of restrictioas in public sector
hiring; (5) a three year fraeze on public sector salaries; (6) the elimination
of public marketing monopolies for agricultural inputs; and (7) the
development of a major program for reform of public enterprise including
liquidation of some, privatization of others, and restructuring of still
others.

The process of redefining the roles appropriate to the public sector in Mali
is clearly underway. The government is becoming increasingly aware that basic
policy and institutional reforms are necessary to encourage the private sector
to expand. There is a significantly increased willingness at top levels
within the Government to allocate to the private sector and the marltet place
a much larger role in economic decision-making. It is also fully aware of the
political risks raised by changes from the status quo.

Nevertheless, proposals for reforms uare already on the table and are receiving
gserious attention at all levels. Among the most important changes affecting
orivate sector growth are those concerning: regulations controlling internal
commerce, external trade, and pricing; laws governing the establishment and
operation of private enterprises; and tax reform.

At the same time, the public sector must improve its performance in areas
where its presence is to continue. As discussed above, a number of measures
have been implemented. However, additional steps are necessary. The capacity
of the Malian administration to function is threatened with a growing
paralysis resulting from an alarming decline in operating expenditures for
equipment and materials with which to work. The Malian natioral budget
allocations to non-wage recurrent costs and investments are extremely low.
Thus, a major requirement for improving public sector performance is to
implement a sustainable increase in expenditures on non-wage recurrent cost
items while reducing those on personnel. Reductions in the rate of growth in
the Civil Service combined with gradual restructuring of the budget toward
non-wage recurrent expenditures are required.

The program to be finarced under the EPRP will address both sets of needs.

C. Program Assistance Description

The goal of the proposed Economic Policy Reform Program for Mali is o support
long-term sustainable economic growth. The purpose of the EPRP is to support
the GRM in its efforts to: (a) provide an environment conducive to expanded
aconomic growth and employment in the private sector; and (b) to reduce the
pburder: of the public sector on the economy while increasing its efficiency.

ii



The EPRP will assist the GRM in accomplishing these objectives, through the
provision of $16.7 million in dullar disbursements and of 21.3 million in
goods, services, and technical assistunce necessary for the implementation of
the reforms.

It is proposed to provide these resources to support the following GRM reform’
agenda: ' L

. Reduction in regulatory controls on comisrece and industriasl activity -

in Mali;

+ Tux raform directed towards establishing a more equitable tax system
providing incentives for private sector grewth and the creation of
employment opportunities, accompanied by measures to improve tax
administration;

- A reallocation of public budgetary resources, increasing the amount
directed to ncn-wage operating costs and investment sufficiently to
ensure effective accomplistment of necessary tasks, by decreasing the
amo'int required to meet the pubiic payroll; and

. The privatization ard/or closure of sslected public enterprises,
accompanied by policy and incstitutional reform, leading to greater
efficiency of public enterprises ag well as greater accountability.

1. Precorditions for Program Success

Two regulatory and legislative changes that could significantly improve the -
environment for private sector expansion have already been prepared and are
currently under consideration by the GRM.

. The new Commercial Code will replace the existing code which contains
regulations from a variety of sources, some predating independence.
It will thus compile in one document all regulatlions concerning
commerce. It reflects a more realistic and modern approach to
doing business. It better defines conditions involving conflict of
interest; it removes restrictions on vmployees entering into business
similar to their employers; and it greatly reduces the regulatory and
licensing constraints to entering into business.

- The new pricing legislation will supercede current legislation under
which all prices for all traded gocds in Mali are officially

established by decree. Under the new legislation, the concept of
market-determined prices is emphasized. Although the prices of a few
basic commodities will continue to be fixed, the prices of 80 percent
of commodities traded will be determined by supply and demand.
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2. Program Components

a. The First Component: Tax Reform

The specific objectives of the reform are: a gradual mcvement toward lower tax
rates; a better distribution of the tax burden among taxpayers; and
strengthened administration of revenue and customs services, the Treasury, and
the Department of Economic Affairs, to facilitate improved assessment and
collection of taxes. 1In the short-term, a reduction in tax rates will
translate into revenue shortfalls; these will be offset, on a declining
basis, by Program financing. The implementation of certain administrative
changes should more than compensate for the remaining losses. In the medium-
to long-term, moreover, the strengthening of tax administration, the reduction
of incentives to evade and commit fraud, and the expansion of the tax base --
which should result from the reform measures -- will provide the basis for
sustained, or even increased, revenue yields.

The specific tax measures targeted for reform include the following:
. reduction of the payroll tax from 15 percent to 7.5 percent in 1986;

. reduction of the one percent tax on gross revenues to a rate of " 0 75
percent starting in 1987;

. utilization of the taxe sur taxe approach to deductions in
calculating the tax on business and services (the IAS) rather than
continuing the base sur base method currently in use;

. reduction of the marginal rates on business incomes starting in 1987
from 50 percent to 45 percent for firms and from 30 to 25 percent for
individuals; and

. the reduction of customs tariffs on the imports of certain
intermediate goods to reduce the penalty placed on local production
by comparison with imports, and an upward revision of standard values
applied in the assessment of customs duties.

For the long-term, the possibilities for modifying the tax structure, first,
by introducing a single tax on revenue instead of the multiple tax system
presently used and, second, by widening the tax brackets and reducing the
rates applied in the levy of the gencral income tax will be examined.

The principal measures which will be put in placze to strengthen the tax
administr-ation are:

. Gradual automation of the tax returns managed by the Department of
Internal Revenue, both at the level of assessment and of collection;
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. The strengthening of the Natlonal Investigations Unit and of the
Collections Service; and

. The extension of the Customs Service computer system.

b. The Second Component: Budget Restructuring

The weight of the wage bill in the public budget is currently so heavy that
productivity of civil servants is thought to be seriously reduced by the lack
of materials with which to work. Increasing the efficiency of public service
delivery will require an increase in the portion of the national budget
allocated to rion-salary expenditures. There are two ways the GRM could
accomplish this: first, raise revenues and allocate all additional revenues to
non-wage recurrent expenditures while holding the personnel expenditures
steady; or reduce personnel expenditures and reallocate the savings to
non-salary costs. Given the tax reform perspective outlined above, it appears
that, in the short to medium term, increases in non-salary expenditures can be
achieved only if the growth of the civil service is contained. By imposing
restrictions on hiring of new personnel, the GRM can ensure that the
structural imbalance in the budget is reduced. However, it is also thought
that actively encouraging a number of civil servants to leave and to establish
themselves in private sector businesses is a promising approach.

(1). The GRM Voluntary Early Retirement Program

Thus, the GRM has decided to implement an incentive program aimed at
encouraging the voluntary early retirement of civil servants interested in
leaving the public sector. Given the lack of experience in this area, the GRM
has determined that & realistic initial objective would be the voluntary
retirement of about 600 civil servants over a two year period. The financial
incentives the GRM plans to meke available will provide these volunteers with
gsome of the means and support necessary to enable them to take up or generate
employment in the private sector. The program concept involves: (1) provision
of severance pay; (2) pension guarantees for civil servants (or contributions
reimbursal for those wishing to retire before completing 14 years of service);
(3) a credit guarantee program to reduce the risk of lending institutions in
providing credit to program participants wishing to start up businesses in the
private sector after retirement; and (4) a feasibility study fund to assist
the participants in having professional feasibility studies carried out for
their projects.

Provided that the costs of the program itself are kept umiler control, at lesst
600 civil servants leave over a two year period, and new recruits are strictly
budgeted on an annual basis, the budgetary savings generated by the program
will be sufficient to affect positively the structure of the government
budget. A 12 percent increase in materials expenditure should be possible by
1990, with even larger increases in succeeding years.
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(2). Privatization of Public Enterprises

To further reduce the flow of government red ink stemming from unproductive
employment of personnel in the public sector, the GRM also plans tc extend
some of the concepts involved in Civil Service personrel reductions to the
process of privatization of public enterprises. A new project of public
enterprise reform and rehabilitation is scheduled to begin with World Bank
funding within the next year.

(3). EPRP Support for Budget Restructuring

The cost of implementing the voluntary departure program for civil servants
and the state enterprise personnel reduction program will temporarily place a
very heavy burden on the public budget. More specifically, these policy
reforms, if not offset by external financing, would result in deep cuts in
expenditures on materials and equipient. The immediate impact of such
expenditure cuts would be a further sharp reduction in the quality of public
sector gservice delivery.

To encourage the GRA to undertake these actions in spite of the short-term
budgzetary costs, USAID/Mali plans to provide dcllar resources to the GRM in
1986 and 1987, the years of the greatest shortfall. The amount of dollar
support contemplated will be sufficient to achieve a slight increase in
materials expenditure over the recent trends. The GRM projects sufficient
savings from its personnel reduction effort to allow for a continuation of
this increased level of materials expenditures. To further address the
productivity problem, the EPRP will provide goods and services (principally in
the area of computerization) to the GRM to permit the ministries and
departments carrying out policy reform-rnlated measures to augment their
capacity to provide efficient and effective services.

D. Conditionality and Policy Reform

For each of the policy and institutional changes outlined above, specific
benchmarks have been clearly established which will be used to track progress
toward achievement of the reform objectives agreed upon. Funds will be
disburged on the hagis of satisfactory progress by the GRM in implementing
those reforms. Disbursements for tax refcrms will be conditioned upon:

. Government approval of the revised Comercial Code, revised
legislation on the regulation of prices and changes in the

regulations controlling external trade; and

. Annual action plans for specific tax reforms and for administrative .
improvements in internal revenues and customs.

. Satisfactory progress in implementation of preceding year'h‘reforms;f
Disbursements for budget restructuring will be conditioned upon:

. Fulfilling conditions precedent for tax reform;

. Computerization of the payroll;
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. Launching of program for privatization of public enterprises;

. Use of a new budget account classification system;

. Development of feasible plans and administrative systems for managing
a voluntary early retirement program;

. Agreed-upon annual recruitment ceilings for new entrants into the
civil service (tentatively set at 1100 in 1987 and 800 in 1988); and

. Achievement of indicative targets four budgetary allocation,
specif’:aily dealing with the ratio between personnel expenditures
and non-wage recurrent outlays; tentative target ratios are 0.33 for
1986, 0.37 for 1987; and 0.34 for 1988.

E. Program Impact

Implementaticn of the policy reforms are expected to have the following
impacts:

1. Regulatory Reforms

. The revised Commercial Code will make it easier to establish
legitimate businesses in Mali.

. The revised external trade and pricing legislation will remove
distortions in Malian prices vis-a-viz those in neighboring
countries. Aliowing pricas to be market-determined will increase
open competition among traders and will stimulate entry into this
sactor. ‘

2. Tax Reforms:

. Revised tax rates should provide greater incentive for new investment
in the private sector; reduction of the payroll tax rate will
encourage use of labor relative to other factors and reduction of
business incomes tax rates should foster reinvestment in profitable
enterprises. Revenue shortfalls of nearly $14 million over the
three-year period are anticipated.

. Implementation of administrative measures and the revision of
adininistered prices on certain classes of imports will result in
projected revenue gains of approximately $20 million largely realized
toward the end of the three-year period. 1Increased computerization
of tax records, installation of customs equipment, institution of
prepayment. mechanisms for business income taxes, and stepped-up
enforcement procedures are among the measures which will generate
this gain. Upward revision of the administratively-determined values
on which customs duties are levied will, however, contribute most of
the additional revenue in the third year of the program.

. The net impact of EPRr support, rate reduction, and administrative
changes should be a positive contribution to GRM revenues of
approximately $:4 million over the three years.

vii

20x



3. Budgetary Restructuring:

. EPRP-negotiated reductions in the ceiling on new hires into the civil
gervice (from the current level of about 1400 to 1100 in 1987 %o 800
in 19887 will result in substantial budgecery savings to the GRM.
This level of reductions will generate a stream of benefits over a
reriod which corresponds to the average tenure of a civil servant.
Conservatively assuming this to be at least 15 years, the net present
value of budgetary savings resulting from this policy reform is
approximately $54 million if the lower level of intake is sustained
in the following years.

. The voluntary early retirement of an estimated 600 civil servants in
1986 and 1987 will engender further budgetary savings -- as well as
providing an impetus te the development of piivate sector
enterprises. The net present value of the budgetary savings alone
are estimated at $8.5 million.

. EPRP financial support to the GRM will offset expenditures associated
with the voluntary early retirement program and permit an increase of
about $1.5 million in the GRM': nonwage recurrent expenditures in
1986 and 1987.

. The ratio of non-wage recurrent expenditures to persornnel
expenditures will be maintained in the range of 0.33 to 0.34
throughout the period 1988 through 2000 instead of declining from
0.20 to 0.20 over this period.

. Non-wage recurrent exper_ itures can be increased by increasing
amounts over the period 1986 - 2000 as personnel expenditures are
contained. The baseline level for non-wage recurrent outlays is
projected to rise from $22 million in 1985 to about $34 million in
1989 without policy reform measures. With the implementation of
these measures, the increased availability of resources for non-wage
operating expendi’ures is estimated to rise above baseline levels by:
$2.9 million in 1988, $ 4.1 million in 1989, and up to $30 million in
the year 2000. In other words, with the policy reform measures
associated with the EPRP, outlays are projected to be 12 percent
higher in 1989 and nearly 50 percent higher than the baseline value
in the year 2000.

. The installation of computer equipment in the Bureau of the Budget

and the Payroll Office will directly result in increased productivity
of personnel working in these offices.

F. Summary Financial Plan ($000)

The following is a breakdown of EPRP financing by expenditure category:

Tax Reform $ 8,315
Budget Restructuring 8,365
Commodity Procurement 490
Technical Assistance 770
Training 60
TOTAL $ 18,000
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G. Implementation

The responsibility for implementation of the policy reform and related
activities will rest with the GRM. The principal executing agency will be the
Ministry of Finance. The Payroll Office, the Bureau of the Budget, the
Treasury, the Department of Internal Revenue, the Department of Customs and
the Bureau of Economic Affairs, are all under the Ministry and will assume
responsibility for implementing specific activities in support of the policy
reform effort. USAID will provide budgetary support to enable the GRM to
implement its reform plans. Technical assistance will be limited to
coordination and monitoring and to the procurement, installation of computer
equipment and the training of Ministry staff in its use.

H. Recommendation

USAID/Mali recommends approval by the Assistant Administrator of the GRM's
request fov program assistance in the form of a grant of $18 million from the
EPRP fund. The gvrant will consist of $16.7 million in financial support and
$1.3 million for commodities, services, and technical assistance, including
training.
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II. PROGRAM SETTING

A. Macroeconomic Policy Evolution

1. The Colonial Inheritance

An analysis of the relatively brief colonial period in Mali and the subsequent
25 years of independence leads to an important conclusion: many elements of
the current policy framework were established during the colonial period and
have been maintained throughout the post-independence years. The new policy
choices that were made following independence in most cases served to
strengthen the role of the state vis a vis the population as a whole.

During World War II, for example, economic intervention of the colonial
government increased in response to pressures brought on by war conditions;
regulation of prices, the establishment of import-export quotas for licensed
merchants (who were almost exclusively French), and the controls on marketing
of basic commodities were initiated. These measures remain in place today.
During the post-war period, the colonial administration launched other
initiatives which have had a permanent effect on the evolution of the public
and private sectors. Perhaps most important were the significant increases in
economic and social investments by the colonial government involving expansion
of the transportztion networks, development of the state-run rice- producing
enterprise in the Office du Niger, and a sharp expansion of public schooling
and health facilities. Management of the expanding public sector provided the
main source of employment for a small but growing number of western-educated
Africans.

A general bias on the part of educated Malians in favor of a strong public
sector was thus created even prior to independence. This public sector bias
was reinforced by the tendency of young high school and university students to
embrace variations of socialist ideology. 1In contrast, the traditional
merchants and agricultural producers had little western education, little
interest in the affairs of the public sector, and a very limited role in the
administration or management of the economic sectors dominated by the public
service.

On the eve of independence in 1960, then, Mali had a legacy of colonial
intervention which strongly influenced its policy choices in the post-
independence period. Those which were perhaps the most important in terms of
economic policy and determining the appropriate role for the state were:

. 8 highly regulated economy, with a highly centralized admlniatrativéfH
system;

. virtually no modern industrial sector;
. 8 limited traditional private sector;

. a8 limited number of university-educated Hﬁli#ﬁéﬁdéﬁé?ﬁfﬁégg@hiﬁﬁﬁﬁéf
civil service

2%



-2-

2. Mali's Socialist Experiment (1960-1968)

The stage was set for what was to become one of the more serious attempts by
an African state to implement a state-led development strategy. The government
quickly embarked on an industrialization program through the creation of state
enterprises. Between 1960 and 1969, 16 public industrial enterprises were
established. The Civil Service was rapidly Africanized and expanded to meet
the management demands of the industralization objective, the perceived need
for increased social services, and to extend administrative authority over the
countryside. Thus, between 1961 and 1964 the number of public employees
increased at an annual rate of nearly 19 percent, rising from 10,534 to 17,582
in just four years. While the rate of growth of public employment began to
decrease in the mid- to late-1960s, the actual number of pecple recruited into
the government services rose faster.

To generate the financial resources necessary to support this rapid expansion
of public sector activity, the Government of Mali sdopted a set of policy
measures which sought to concentrate the nation's resources in building
profitable state industrial and :ommercial enterprises.

The first step involved an attempt to capture the foreign trade profits being
earned by largely foreign-owned firms and, at the same time, to ensure a
steady supply of low-priced staple commodities to the population. To this
end, the government created the state import-export company, SOMIEX, and
granted it a monopoly on a wide range of commodities. Second, the state
nationalized privately-owned companies of any size in an efffort to capture
their profits. Third, the state took over a large share of Mali's banking
activities. Unwilling to accept the monetary regulations of the West African
Monetary Union, Mali withdrew and delinked its currency from the French franc
in 1962.*% Fourth, the government increased direct and indirect taxes on the
rural sector. The major rationale for this action was the requirement to feed
the urban populations at low prices in order to hold down industrial wages.
Rural taxation was also intended to impose state control on the marketing of
export crops and thus to generate the foreign exchange needed for capital
imports.

Given the very limited number of Malians educated at the pecst-secondary level
at the time of independence, the government sought to address the shortage of
human resources by rapidly expanding training facilities and scholarships for
secondary and post-secondary students. Virtually all graduates were
guaranteed jobs in Government when they left school.

*  Faced with growing fiscal crisis, in late 1967, the government signed an
agreement with France restoring the convertibility of the Malian franc based
on the acceptance of a 50 percent devaluation and measures to reinstate
monetary discipline.



This combination of policies resulted, however, not in dynamic growth and
development, but in costly failures. First, management of the public
enterprises proved beyond the capabilities of the limited pool of trained
personnel. Thus, rather than generating the anticipated surpluses, the
enterprises incurred huge losses. Rather than drawing on the public budget to
meet these losses, the Government began borrowing heavily from the domestic
banking system; this had two effects. It resulted in heavy burdens of had
debt in the state-owned banks and it crowded out private sector firms from
access to bank credit.

Second, the rapidly expanding scholarship fund for training future civil
servants combined with the raspidly expanding wage bill for the civil service
proved to be a major drain on the public revenues.

Third, having underestimated the adverse impsct on production of low producer
prices, the government was faced with declining per capita food production,
stagnation in agricultural exports and an increasing need for food imports.
As a result, Mali began experiencing a growing shortage of foreign exchange
and was forced to adopt a policy of strict import rationing.

Fourth, because of the government's protection of state monopolies and its
ideological hostility toward capitalism, African merchants had little
incentive to develop the private sector. The situation deteriorated so
rapidly that in 1968 these merchants demonstrated against the Goverament's
socialist policies and demanded liberalization of the economy. Tensions
between the Keita administration and the African private sector persisted
until the Government was overthrown in 1¢68.

3. Policies and Performance under Military Rule

Although the new military government under General Moussa Traore began
questioning the effectiveness of the socialist policies of the 1960s, it did
not establish a clear and consistent framework for policy transition. Even
the few attempts at pragmatic reform were overtaken by a series of
unforeseeable shocks to the economy, the most important of which were the
prolonged drought which began in the early 1970's and the sharp increase in
petroleum prices in 1973 and 1978.

Thus, despite promises to liberalize the economy, the modern commercial sector
continued to be dominated by the state monopolies for the conduct of
import-export trade and the marketing of cereal and other cash crops. Indeed,
the role of the public sector in the economy continued to expand as: (1)
eight new state and parastatal enterprises were created and others expanded
resulting in an increase in public enterprise employment of 3,000; (2) more
than 20 parastatal rural. development agencies (ODR's) were created or
expanded, raising employment in this sector to more than 20,000; (3) public
services were expanded resulting in an increase in the number of civil
servants to 45,700; (4) direct and indirect taxes were sgain increased to
finance this expansion; and (5) the government continued to hold down food
prices in order to minimize the cost of public service and state enterprise
expansion.
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On the positive side, the Government did pass legislation which made it easier
for new private firms to be created. Further, a liberal Investment Code
passed in 1969 gave considerable tax advantages to new firms meeting certain
conditions. This stimulated the establishment of a number of relatively
large-scale (by Malian standards), privately-cwned firms which provided an
estimated 4,500 new jobs between 1969 and 1974, mostly in manufacturing.
Indeed, this marked the emergency of an embryonic modern Malian private
business class.

Nevertheless, the "traditional™ Malian commercial trading sector continued to
conduct business as usual, that is, by avoiding taxes and government
regulations as much as possible. Daspite the nod toward liberalization,
continued government regulations, favored treatment of state enterprises, and
high tax rates for those who did not qualify for Investment Code exemptions,
did not provide a very propitious climate for the development of the private
sector.

4. Impact of the Policies Pursued

By the late 1970's, the Malian government was facing an impasse as economic
imbalances had reached critical proportions. The situatior is vividly
described in the 1985 CDSS: "the central government deficit amounted to
one-third of revenues; losses of public enterprise had reached about 20
percent of sales; the balance of payments deficit on current account
(excluding official transters) representad 19 percent of GDP, and the public
payroll was often not met on time.

Further, the Malian economy had lost most of its room for maneuver. First, in
1977 a new monetary agreement was signed with France settlng limits to Mgii's
cumulative negative position in the Operations fLccount (che clearing account
with the French Central Bank) beyond which convertibility of the Malian franc
could be suspended. These limits were rzpidly approaching. Second, the
Malian Government had exhausted all avenues short of radical reform for
financing the budget deficit and reducing the losses of public entierprises.
Public financial needs were increasing, the tax base was stagnating, and the
limits of fiscal pressure and of expedients for financing the deficit had been
reached. The need for economic policy reform became pressing.”

The need for reform was apparent in the private sector as well as the public.
Private sector entrepreneurs, for exemple, could cite a history of broken
promises from the government and their extensive experience in pursuing their
buriness interests "underground". A complex of formal and informal
institutional arrangements (involving regulations, licensing procedures,
"service charges", and exemptions from them) had evolved. Public employees
had a stake in applying the laws and regulations while many private sector
entrepreneurs had a real economic interest in circumventing them. Bargaining
for favored status or bribery to avoid a sanction wera commonplace
occurrences.
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5. Policy Transition in the 19801

By the early 1980°‘s, the negative economic impact of these policien was
evident and a number of steps were taken by the Government to modify
policies. The broad lines of finsncial and economic policy reform have been
clearly drawn over the past three or four years and are generally accepted,
The Government of the Repullic of ¥ali (GRM) has demonstrated in concrete
terms its capacity to undertake serlous economic policy reform measures,
several involving considerable peclitical risk, to deal with Mali's economic
ills. Some of the most wide-reaching efforts can be cited as examples of the
commitment of the Government of the process of reform and revitalization of
the Malian economy. These examples also illustrate the important role played
by bilateral and multilateral donors in suppoiting and facilitating the
process.

In 1982, the GRY signed a Stand-By Agreement with the International Monetary
Fund (IMF). The SDR 30.5 million were drawn on schedule in four tranches as
Kali satisfactorily met the IMF's performance criteria. In December, 1983,
the IMF approvad a second Stand-By Frogram for SDR 40.5 million over an 18-
month per.od. The IYF's mid-term evaluation was successfully completed in
September, 1984, and the last tranche has just been drawn down. Among the
measures or achievemenis were the following:

. A reduction in the consolidated government deficit from 9.7 billion CFA
francs (FCFA) in 1981 to 5.8 billion FCFA in 1983 and continued down to
about 3 billion FCFA in 1984 .%

. A reductlon in total government arrears from 21.2 billion FCFA as of
December 1981 to 11.5 billion FCFA in May, 1983. External arrears
accounted for 4 billion FCFA of the 9.7 billiion FCFA total reduction.

. Reducticn in the workforce of public enterprises of about 1,500 in
January, 1984, representing about ten percent of total employment in
public enterprises.

. The introduction of restrictions in public sector hiring. For the
first time, in December, 1983, about 1,800 of the 3,900 applicants for
employment were turned down on the basis of competitive examinations.
In December, 1984, even stiffer criteria were applied. Just over 1400
candidates were accepted out of over 5000 applicants.

. A three-year freeze on public sector salaries was maintained
(1982-84).

* Approximately 450 FCFA = § 1, U.S. as of July 1985. This conversion rate
has been used throughout this PAAD.
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The marketing monopolies for agricultural inputs and for food crops have been
gradually disbanded since the early 1980's and private sector traders have

been encouraged to play a greater role in these markets. A multi-donor
project for restructuring the cereals market, commonly known by its acronym —-
PRMC, waz instrumental in aiding the Government to liberalize the foodgrain
markets. Donor contributions of food aid provided the measure of food
gecurity need to ease the transition from low producer and consumer prices to
a system of market-determined prices. Cotton marketing arrangements were
overhauled and SOMIEX, the former state monopoly import- export agency, was
denied the monopoly rent it had been receiving. Its monopoiy was curtailed to
seven bisic commodities and its retail operations drastically slashed.

In addition, the Government of Mali set the stage for reform of public sector
enterprises and the rural development organizations. Two first-ohase
diagnostic reports were prepared under World Bank financing, and in both
cases, a second implementation phase is gzetting underway.

The roles of the rural development organizations have begun to be modified;
there is a perceived need to increase the effectiveness of the services
provided while decreasing the costs of doing so. The dominance of the public
sector in input supply and credit has continued, but the increasing
participation of private sector organizations in providing these services has
been encouraged. An additional privately-owned bank has been established in
Mali and the existing ones have expanded their operations. Public enterprises
have been targeted for administrative reform if they are to remain in state
ownership, for "privatization" where that is appropriate, and closure has been
recommended for thte rest.

The process of defining the roles appropriate to the public and private
sectors is, indeed, fundamental to the process of policy reform in Mali.
There is a growing willingness to allocate to the private sector an increased
role where the ownership and management of the public sector have been shown
to be ineffective. Simply disbanding public monopolies and selling public
corporation assets to private companies are among the ways to stimulate
greater private sector participation in the economy.

However, there are a number of other reforms which will be needed to encourage
the private sector to expand its activities into new areas. Among those which
we find to be the most important ones on the Government's agenda are: changes
in regulations controlling internal commerce, external trade, and pricing;
modification of the laws governing establishm.at and operation of private
enterprises in both commerce and industry; and tax reform. The present system
discourages entrepreneurial dynamism and diminishes the sector's capacity to
create the employment necessary to absorb a growing number of unemployed.

Past experience suggests that changes in these behavioral patterrs will occur
only after changes in institutional arrangements have been achieved and are
perceived to be durable. In the beginning, however, progress will be
measured.

Further, it is recognized that the public sector must improve its management
and strengthen its performance in those areas where its presence is required
for reasons of public interest, national security, or social equity. To

accomplish this objective, a number of measures already undertaken (reductions
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in new hiring, improved budgetary control of expenditures, etc.) will need to
be maintained, but, in eddition, some mn...s must be sought to bring about a
sustainable change in the Government budg~st. The Malian national budget's
allocations to non-wage recurrent costs and investments have remained
practically unchanged since 1982. Although such costs were at an extremely
low level in international terms, the ratio between non-salary expenditures
and the wage bill has continued to worsen. The capacity of the Malian
administration to function is threatened by a growing paralysis resulting from
an alarming decline in operating expenses, equipment, and materials with which
to work. Reductions in th2 size of the Civil Service combined with a gradual
restructuring cof the budget toward materials expenditures and investments in
working capital are reguired.

A legacy from the past which has begun to dealt with in this regard is that of
automatic employment in the public service for post-secondary school
r;raduates. The Government began to take the first critical steps in reversing
this policy in 1982. 1In 1983, for the first time, recruitment from the ranks
of graduates was less than 100 percent. In 1984, even more stringent
recruitment standards were employed. While the policy signal has clearly been
received by the student population, the pressure tc provide employment will
nevertheless continue to grow as more students are graduating from Malian
szcondsry end nigher educational institutions than ever before. Thus, efforts
to red. e public employment will need to be appropriately sequenced to ensure
a reasonable "fit" with the expansion of the private sector.

The program desciribed in the following section will address both sets of
needls.

$i7. T/0OGRAM DESCRI!TION
L, Program Jlationsle

The Government of the Republic of Mali (GRM) is now addressing the task of
proposing and adopting wpecific measures by which its reform objucctives will
be translated into resYity. Resources —- both financial and human -- have to
be mobilized to impleroat the measures.

Through its T.tle ., Section 206 program, USAID/Mali has been able to join
with other donors in suprorting the GRM agricultural policy reform effots to
date. Perhaps no - importantly, however, the dialogue begun on Ley issues of

cereals pricing, agricultural commodity trade, and on public organizational
reform gave ti- 4ission the basis for pursuing a broader policy dialogue with
the CRHM.

The Administration's initiative in funding policy reform in Africa came at a
most opportune time. The Economic Policy Reform program (EPRP) provides a new
vehicle for AID to assist the GRM in addressing key problems in its
administrative and financial systems without incurring the design and
management costs which would be associated with project assistance. By
extending EPR” grant support only to those kinds of policy reform-related
actions which would not normally be amenable to bilateral project financing
and which will be relatively easy to track and evaluate in terms of their
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contributions to overall achievement of GRM policy reform objectives,
USAID/Mali hopes to contain its own costs of management and, at the same time,
to strengthen the impact of its overall assistance to Mali.

In developing the Mali Economic Policy Reform Program, USAID/Mali asked the
GRM to assume substantial responsibility for defining realistic policy reform
benchmarks which could be achieved within specified timeframes. The
capabilities demonstrated by the GRM in negotiating and meeting the conditions
of the IMF Stand-By Agreements also contributed to a USAID/Hali assessment
that a sector grant approach —- with policy reform performance conditions
established for Grant disbursement and evaluation, but with implementation
activities largely launched and monitored by the GRM itself ~- would work.

The GRM response was so positive in this regard that csnsiderable progress was
also made in the EPRP desizn process with the identification and programming
of the specific activities whicl the GRM will undertake to fulfiil the
benchmarks.

It should be noted that the GRM has access to support (both financisl and
technical assistanre) from other donors in mans of the areas to which EPRP
suppert will be directed.* It is USAID/Mali's view, therefore, that the GRM
is likely to need specialized technical assistence in only limited ways and on
relatively short-term basen. The most sigrificant lack is technical expertise
in computers so USAID assistance will focus particularly on thig area.
Otherwise, however, there are sufficient number:; of skilled administrators in
the Government to orient, guide, and facilitate implementation of the policy
reform-related actions tc be supported by the EPRP program.

B. Program Objectives

The goal of this proposed HMali Econowmic Policy Reform Program is to promote
long-term sustainable eccnomic growth in Mali. The EPRP purpose is twofold:
first, to support the GRM in its efforts to provide an environment conducive
to increased growth and employment generation in the private sector and,
second, to reduce the burden of the public sector on the eocnomy while
increasing its efficiency. To accomplish this purpose, it is proposed to
provide resources to permit the GRM to undertake:

. Tax reform towards establishing a more equitable tax system providing
incentives for private sector growth and the creation of employment
opportunities, accompanied by measur~ss to improve tax
administration;

. A reduction in administrative contirols on commerce and industrial
activity in Mali;

% See Section V.F below for specific di’¢“?’15n:éf)fpﬁﬁ?ﬁ”fﬁﬁhﬁéﬁ
contributions relating to reforms. : rstaxes -
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. A reallocation of public budgetary resources; increasing the amount
Girected to providing operating costs and investment sufficiently to
ensure effective accomplishment of necessary tasks, by decreasing the
proportion required to meet the public payroll. Such a reallocation is
feasible if, on the one hand, measures are implemented to improve
payroll and budget management and, on the other, steps are taken to
reduce public employment. This combination of initiatives can free
budgetary resources to increase the productivity of government
personnel in public service delivery; and

» The privatization, rehabilitation, and/or closure of selected public
enterprises, accompanied by policy and irstitutional reform leading to
greater efficiency of public enterprises as well as greater
accountability.

While USAID/Mali's development assistance program has, to date, been geared
almost exclusiveliy to the development of the rural sector, policy reform has
consistently been an important element of the Country Development Strategy.
USAID/Mali recognizes that the goal of sustained, brcadly-based economic
growth often requires (as is emphasized in the AID Policy Paper on Pricing,
Subsidies, and Related Policies) "complementary reforms, such as the promotion
of competition in the private sector..." and the reduction in the the public
sector dominance in the economy, and complementary public sector investments
"...which encourage and facilitate growth in the private sector."

C. _Program Context: Preconditions for Program Success

Thus, while many of the actions which will be supported by the EPRP will be
carried out by the Government cf Mali and will involve civil servants in both
planning and execution, it is in the Malian private sector where the
conditions for Program success are found. Several regulatory and legislative
changes which will affect the private sector have already been prepared for
top GRM consideration: a revised Commercial Code, revisions in the legislation
governing prices, and the tax reforms discussed in Section III Delow. If
cvnacted, they would have s profound and positive effect on the climate for
private sector expansion. A change is also proposed in the Investment Code,
although in the view of USAID/Mali, this will be of less importance than the
other measures. Yey elements of the changes proposed for the Commercial Code
and the price legislation are precsaoted below.

1. The New Commercial Code

The revised Commercial Code is a comprehensive work which includes texts not
only on commerce, but also on bankruptcy, services, commercial paper,
corporations, and commercial contracts. The Code is the output of a
Commission comprised of public and private sector representatives. After
several years of work and 92 meetings, the new Code was produced —-- reportedly
the first of its kind in West Africa. Essentially completed in May, 1983, it
has not yet been officially approved. Once it is approved by the Council, it
nust be approved by the National Assembly to become law. Given the extensive
and far-reaching nature of the Commercial Code, delays in GRM approval of the
focument are not surprising.

2 K
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The "o0ld" Code (which is still in force) contains laws from a variety of
sources -- historical and traditional Malian texts, some modern Malian laws,
and French laws in existence since Mali's independence. The need to update
and reform this antiquated legislation is evident. Even though France
repealed its bankruptcy code in 1967, for example, this same code is still
part of the Commercial Code of Mali. Reform is ‘also needed to reflect modern
commercial practices, particularly relating to the cxchange of services and
the involvement of foreign enterprise.

A brief overview of the "new" Code and a more intensive look at the

regulations concerning the establishment of private enterprises leads to
several observations:

. It reflects a more realistic and modern approach to doing busineee 1n
Mali than does the old Code.

. All regulations concerning all aspects of commerce are now compiled in
a single document and the new Code condenses several categories of the
0ld Code into more meaningful groups.

. It defines conditions in which conflict of interest arises. The old
Code had no restrictions preventing civil servants with regulatory
duties from engaging in commerce in related areas.

. The new Code drops a restriction present in the old Code which
prohibits former employees from engaging in similar occupations. This
should have the effect of encouraging competition.

. The establishment procedures are changed: a Commercial Register kept by
the courts is proposed to replace a mandatory agrement procedure
requiring final approval by the Minister of Finance; only three
categories of commercial businesses must still undasrgo agrement.

2. Revisions in the Price Legislation

At present, all prices for all traded goods in Mali are officially established
by decree. When a trader applies for a license to trade (the process of
agrement), he/she must also stace the products which will be traded. The
prices which that trader can charge for products are also established on the
basis of projected costs of operation, wholesale prices, and profit submitted
by the trader. For a few basic commedities, such as sugar, flour, tea,
matches, and gasoline, prices are fixed once a year end traders are not
permitted to set alternative levels. 1In fact, however, with the exception of
a few goods (the staples mentioned above,, there are many illegal traders and
a wide variety of prices. The GRM has neither the resources, nnr the
interest, in maintaining strict control on most prices and competition is more
or less a fact of life.

With the signing of the Cereals Market Restructuring Project (PRMC) in 1981,
the GRM agreed to officially liberalize the prices of staple grains (with the
exception of rice). Since 1982, virtually all locally-produced sorghum,
millet, and maize have been traded on the open market for market- determined
prices. This year, paddy will join the list of liberalized grain prices.
While this freeing up of prices has been underwritten by the donors in the
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PRMC, the GRM has gained some experience playing a less interventionist role
in the market and, overall, it has been positive.

Ministry of Finance analysts thus began drafting legislation more than two
years ago to reduce the role of the GRM in price regulation. This legislation
has now been widely reviewed and appears to be ready for ministerial-level
consideration. Essentially, this legislation proposes to introduce officially
the concept of markei-determined prices by grouping commodities into three
categories:

. those for which the price is fixed (sugar, tea, etc.);
. those for which the price igs still subject to approval; and
. those for which the price will be determined by supply and demand.

The Dupartment of Economic Affairs in the Ministry of Finance estimates that
80 percent of all commodities traded in Mali will fall into the last

category. While the importance of these commodities in the overall volume of
trade cannot be determined on the basis of available information, the official
introduction of the market-price concept into the laws of Mali represents a
step toward a less distorting, more private sector growth-oriented economy.

For the secund category of commodities, the Government will establish formulas
for setting prices which can be automatically applied by licensed traders,
without prior approval of each change. Merchants will, however, be able to
make price changes on their own and will be sble to avoid the delays involved
in submittirg proposed price changes to the Department and waiting months for
a reply. Government controls under this new system would occur on a selective
basis in an ex post way.

D. PROGRAM COMPURENTS

The successful outcome of the GRM's decision to allow 2 larger role for
private enterprise is highly contingent on a number of factors. The
regulatory changes just discussed are fundamental; they will be highly visible
symbols of the now orientation and will serve as practical guidelines for
entreprenaurs willing to participate in a renewed private sector in Mali. But
entrepreneurial access to financing, know-how, markets, labor, inputs, and
certain services —- electricity, roads, communications --is also important.

It is cleor that tihe Government of Mali cannot singlehandedly assure such
access to all potential participants in the private sector. Indeed, even an
attempt in this direction would signsl a continued belief in the state-led
approach to development.

Rather, the GRM can attempt to (1) improve the overatl climate for private
sector growth and (2) ensure that needed public services are delivered ag
efficiently and as effectively as possible. Extension of EPRP support to the
GRM to accomplish these objectives is discussed in detail below.

The first project component, support for tax reform, will provide a direct
stimulus to the development of Mali's private sector. The second project
component, budget restructuring support, will provide the GRM the means to
address the imbalance between its personnel costs and non-personnel related
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recurrent expenditures, an imbalance which at present means that civil
servants are not furnished with materials and equipment to work efficiently
and effectively.

1. Tax Reform

a. The Nature of the Present System

Tax reform has been identified as an area of government intervention which has
the potential for contributing significantly to improving the environment for
private sector activity. Adjustments in the tax structure are widely
perceived to be necessary to reduce their present negative impact on private
entrepreneurs. The IMF provided the Malian Ministry of Finance and Plan
technical assistance to analyze the Malian tax rystem on three occasions
(1974, 1981, and 1982). The 1981 Tax Mission recommended, among other things,
that the GRM: lower the business profits tax (BIC), the tax on internal
transactions (IAS), and the gerieral income tax (IGR); replace the system of
income splits with personal deductions; change its method of valuing imports;
and bring some schedular taxes under the income tax while making offsetting
changes in other forms of taxation. It was felt that these measures would
enable the GRM to accomplish its economic objectives without threstening to
worsen budgetary disequilib "ia over the medium term (five to ten years).

None of these recommendations had been implemented by 1984, although many had
been endorsed, not only by the Malian private sector, but also by the GRM
itself. The GRM budgetary situation was such, howzver, that it was unable to
risk of the short-term drop in revenues sure to follow the reforms. In early
discussions with the GRM on potentially-useful areas for EPRP support,
therefore, the possibility was raised of EPRP financing acting as a "safety
net'" for undertaking those tax reforms which were most likely to have an
incentive effect on private business investments and profitability.

Upon USAID's tentative expression of interest in assisting the Government of
Mali to undertake tax reform oriented to stimulating long-term growth in the
private sector, the GRM launched two actions. First, two working groups were
constituted to review again the IMF recommendations in light of present
experience and to make preliminary proposals as to reforms which coi2* be
implemented if an EPRP safety net were to be available. Second, the V4F was
requested to provide a team of tax experts to update the earlier analyses,
consider the working groups' proposals, and recommend a course of action which
would accomplish the reform objectives sought.

In essence, the o*jective sought was a tax reform package which would provide
for a more equitable distribution of the tax burden and for better incentives
for the growth of private enterprise, but, at the same time, would not present
a substantial risk of an unacceptable tax revenue shortfall. This meant
identifying specific tax measures as well as potential administrative
improvements which could be implemented to increase overall revenues.

Assuring risk avoidance meant that it was essential to project the potential
revenues realistically. USAID/Mali complemented the IMF team effort by
selecting as an EPRP design team member an economist who is a specialist in

tax reform issues in France and who had previously worked in Mali on the isgue

of public recurrent costs.
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Or. the basis of these analyses, summarized in the following sections, it was
decided that not only is tax reform in Mali likely to be a key instrument for
accomplishing the Government‘s economic policy reform objectivas but that such
reform will also help privata enirepreneurs to accomplish theirs ~- the
creation and operation of successful commercial and jindustrial activities.*

b. Areas for Reform

The present system of taxstion in Mali is often characterized as highly
confiscatory. Certain measures are insensitive to the taxpayers' ability to
pPay (whether persons or corporations) while others are highly progressive and
discourage savings and investment. In general, therefore, the tax system
adversely affects the taxpayer's ge..eral acceptance of taxation as well as the
tax authorities' motivation to vigorously enforce existing legislation. Both
factors contribute to explaining the apparently very high incidence of tax
evasion and fraud.

The GRM is, by and large, aware of the private sector’s point of view on
disincentive aspects of the present system of taxation, but, given revenue
needs, has found itself bound into the current system. Followirg the IMF
analyses made in earlier years as well as the those conducted just recently,
the GRM has taken stock cf the various taxes and tariffs in effect. Tt has
identified those which appear to be both amenadle to change ani to promise the
greatest returns in terms of relieving the immediate tax burden.

By reducing the rates, it is argued, peoples’ capacity to comply with tax
regulations is increased and in:centives te evade are reduced. Rate
reduction, therefore, should result in a wider tax base, over which the tax
burden can be more widely sharad. It need rot result in a proportionate
reduction in tax revenues. Conplementary efforts must be made, of course, to
bring about parallel improvements in tax assessment and collection efforts.

The two working groups debated the priorities for reform in this framework and
came up with a list of specific taxes whica warrant change and a list of
2quipment and training needs for better management of the internal revenue and
customs operations. The tax reforms proposed fall into two catagories:

(1). taxes on interna' revenue

. Reduction of the minimum tax on business income from 1 percent to 0.25
percent of turnover;

- Elinination of the special tex on real estate "incomes",reaii;eu;py,
enterprises occupying their own premises; S

* See Annex F for a summary of private sector views on a number of things

including taxes; these were elicited in a survey which was done in 1984, It
recounts the principal cumplaints of Malian entrepreneurs as well as their

opinions on whaut cught to be done.
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. Reduction of the payroll tax rate from 15 to 5 percent; and

. Increase in t¢he amounts which can be deducted from business income
taxes) for amortization and renewal of equipment and material.

(ii). customs duties

. Revision of customs tariffs (lowering them for primary materials or
semi-finished imports and raising them for finished imported products
which compete with local production); and

. Experimental elimination of all export taxes for a period of three
years.

¢. EPRP Support for Tax Reform

It is proposed here to extend EPRP support to the CRM for carrying out the
following tax reforms over the next three years:

. Immediate reduction of the payroll tax rate from 15 percent to 7.5
percent of the total wage bill. The short-term impact of this rate
reduction will be significantly reduced taxes for businesses with
substantial numbers of employees. The longer-term impact sought is
generation of more employment opportunities in the Malian economy as
the effective price of labor will be reduced. The measure will be
costly in terms of revenue loss. Even though the rate reduction is
less than proposed initially (7.5 percent instead of 5 percent), the
GRM will still experience revenue shortfalls from this tax reform of
nearly a billion FCFA per year. The measure will involve no additional
administrative costs, however.

. Reduction of top rates on thLe business income tax (the BIC) starting in
1987; a reduction from 50 to 45 percent for corporations and from 30
to 25 percent for individuals was accepted by the GRM. The revenue
loss is expected to be about 300 million FCFA in 1987, but the
potential gain to be derived from the increased incentives to invest
(and to report profits) is felt to justify the measure. The firms
which are in a position to pay business profits taxes are already, by
definition, successful busineses. Administration of the rate reduction
should pose no difficulties.

. Rcduction of the one percent turnover tax (also known as the "minimum
BIC") to a rate of 0.75 percent starting ir 1987. This tax is presently
levied on the total gross revenue of a firm, whether the firm realized
a profit or loss. Firms which make a profit also pay the regular
business income tax (the BIC), levied at a progressive rate. The
*minimum BIC" is viewed as punishing to firms in temporary difficulties
and as penalizing to firms with large turnovers ané low profit margins,
although it has no positive or negative effect on firms earning profits
since it is deducted from the amount of the BIC. The symbolic effect
of a slight reduction in the rate of the minimum BIC has, therefore,
been stressed by the GRM. The slight reduction will engender a
substantial revenue stortfall, about 400 million FCFA a year. It has
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been accepted for EPRP coverage on the condition that the rates for the
BIC are reduced at the same time; and

. Realignment of customs duties to increase incentives for local
manufacturing and processing is an overdue measure for reform.
Realignment will involve two ceparate actions:

. Lowering customs tariffs on primary materials and semi-finished goods
and raising those on imports of finished products using those
materials. The impact of these actions will be to support Malian
manufacturers' incentives by reducing unfair competition from
imports. Reversing this situation will be one of the first actions
undertaken and is estimated to incur a revenue loss of about 250
million FCFA in the first year. Estimates of revenue loss in
following years are projected at a relatively high 755 million FCFA
per year, based upon assumptions of deciining imports of finished
goods (with high duties) and increased imports of semi-finished goods
(lower duties).

. The "administered" values (valeurs mercuriales) applied in the
assessment of customs duties should be revised upward. These values
have not been adjusted since 1981 and were, even at that time, only a
fraction of market value. The IMF recommends immediate re-evaluestion
in order to compensate for some of the losses likely to be
experienced by other reform measures. This measure is, however, felt
to be politically risky as the commodities covered by these values
(fuel and petroleum products, staple food commodities, and cloth)
play an important role in national consumption. Raising the values
will also have the effect of raising prices for these commodities and
is likely to be resisted. EPRP supports the revision of these values
not only for their revenue-enhancement effect but also for its
long-term impact on structural price reforms.

A key concern in determining which specific measures to support with EPRP
financing has been to avoid reductions of taxes where no specific incentive
effoct can be identified as a likely outcome of the reduction. In addition,
several options which would have required substantial adminstrative change
over a very short period of time were laid aside. While some administrative
improvement is expected over the years in which EPRP funding will be availabie
-- and, indeed, is essential to provide for overall recovery of revenue to
pre-reform levels, it seemed unwise in the extreme to leave the tax system
with such a large shortfall at the end of the three years as to leave the GRM
no choice but to increase tax rates again.

Other tax reform measures were attractive according to our principal selection
criterion —- positive impact on growth prospects in the private sector -~ but
simply could not be supported for lack of financing:

. Reduction of the rates for the tax on dividend incomes (the IRVM).
This tax which currently provides very little in the way of revenue but
it may be highly disincentive to entreprenecurial investment in capital
and to the development of publicly-heid companies.
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. Increased deductibility for suvings intended to be used for replacement
and rehabilitation of capital. Present rules do not allow for
inflation.

. Blimination of a tzx on income from enterprise-occupied buildings, the
revenue foncier. This tax is based on a fictive evaluaticn of revenue,
discourages firms from investing in occupied real estate, and is widely
thought to be abused. It generates little in the way of revenue, less
than 200 million FCFA per year. Its elimination would be largely
symbolic at this time, but it might also be a stimulant to investment
in fixed capital.

In addition, the IMF and USAID experts explored the possibilities of reducing
rates on the general income tax. The top marginal rate of the general income
tax (IGR) was already reduced from 70 percent to 50 percent in 1982. Two ways
of effecting a further reduction in this still very high rate were considered:
(1) widening of the income tax brackets (the 50 percent rate is applicable
when personal income is just over the equivalent of $4000 per year); and (2)
reducing the rates overall (say, from 50 to 35 percent for the top marginal
rate). Unfortunately, the data bace did not permit detailed enough analysis
of these options to serve as the basis for a firm recommendation.

The working group which addressed customs issues proposed undertaking an
experimental elimination of all export taixes. These taxes are often cited as
providing a disincentive to increased production in Mali and an incentive to
clandestine exports over the borders to neighboring countries. The IMF
Mission agreed with this analysis and suggested permanent removal. EPRP
resources proved to be inadequate to cover this shortfall, however, and
because the evidence on the likelihood of stimulating greater exports is so
limited and the rates applied are only in the range of one to five percent ad
valorem, it was decided not to offset revenue losses due to this particular
measure.

In addition, the various tax experts suggested two other areas which required
further analysis or testing before being adopted on a full-scale basis:

., revision in the method of computing multiple taxes (changing from the
present bagse sur bagse to a taxe sur taxe basis); and

. the possibility of creating duty free zones (exempt from all import andl
export taxes, payroll taxes, etc.).

The revision of tax computation methods has been selected as the one with the
highest priority and will receive major attention. At this time, no revenue
shortfall is projected for the implementation of this measure so no direct
EPRP support is envisioned. Implementation of all these analyses requires
that the Departments of Internal Revenue and Customs be assisted in improving
their databases (through computerization and better information management),
using solid analytical frameworks, and generally improving the quality of
staff.

It has been agreed that EPRP assistance would be most useful in the area of
computerization. Thus, funding for both equipment and training has been
included in the overall tax reform budget found in Section IV below. The
mechanism through which  EPRP support will be provided for tax reform and the
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performance disbursement criteria which will be applied are discussed in
detail below in Section V.D.

2. Budget Restructuring

a. Qverview

The difficult task of bringing public sector expenditures into line with
public sector revenues is one which all governments must address., Like other
governments, the GRM has used the IMF Stand-By Agreement mechanism in recent
years in its efforts to reduce its operating deficit and to establish an
expenditure pattern which can be sustained. While the results of the 1982 and
1984/85 IMF Agreements have been very positive, the projected closing of the
budgetary gap has not yet been achicved.

There are several reasons for the continued deficit, some structural and some
arising out of particular economic circumstances. Among the structural
factors is the dominance of the public sector wage bill in the government
budget. Given the (former) policy of automatic public employment for all
secondary school graduates, the share of personnel in current budgetary
expenditure has been over 60 percent since 1980 and has continued to grow as
the Civil Service acquired new members and as those in the Service already
gained in seniority and average pay even though wages were frrozen in 1982.

From 1981 to 1984, the ratio of non-wage recurrent outlays (“expenditures on
materials') to personnel expenditures was roughly constant at 0.30. This
level of expenditures on materials relative to expenditures on personnel is
very low compared to most other countries, including countries with economic
structures similar to that of Mali. Anecdotal evidence in Mali strongly
supports the implication that shortages of supplies hamper civil servants in
the performance of their jobs. Analytical evidence (see Annex D) shows that
without concerted efforts to contain personnel expenditures, the ratio will
deteriorate even further, falling to 0.20 by the year 2000.

One way of dealing with the incontrovertible weight of the wuge bill while
trying to decrease the budet deficit is simply to freeze non-wage expenditures
while restraining the growth in personnel outlays. Indeed, this method was
applied in the IMF/GRM programs. Not only did this temporarily aggravate even
further the imbalance, but it provides only a temporary expedient for the
budgetary sclution. 1If extended indefinitely, while employment and wage costs
are rising, the imbalance between people and working materials will reduce
productivity to unacceptable levels.

The significant upward social pressure on expenditures exerted by the salary
demands of the Civil Service was vividly demonstrated in early 1985, when a
ten percent salary increase (the first in three years) was announced by the
President. Unfortunately, the implementation of this salary increase threw
into relief the weakness of the revenue-generating capacity ‘n Mali.

Projected increases in revenues to cover the rise in the wage bill (largely
through additional import duties) did not materialize as natiional economic
activity and personal incomes declined under the impact of two years of severe
drought. And the GRY has been understandably reluctant to increase tax rates
and customs duties further as it is already widely agreed, as discussed above,
that the present tax system is already so confiscatory that additional levies
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would encourage even more evasion and depress private sector economic
incentives further.

It is apparent, then, that the task of bringing the budget into a sustainable
equilibrium and maintaining an effective system of public sector delivery of
goods and services requires action not only to generate new revenues, but also
to reallocate the expenditures >f those revenues. The objective of budget
restructuring in Mall is a reduction in the share of the budget going to meat
the public payroll and an increase in the portion devoted to the working
materials, operatiny expenses and investments which enable public employees in

high priority economic and social sectors to do their work more efficiently
and efffectively.

b. Some Optiong

Apart from the approaches already discussed (increasing tax revenues and
freezing personnel expenditures), the GRM has perhaps two principal options in
its search for a budgetary allocation which would increase productivity:

. It can seek external financial support for its budget and alter the
ratio immediately with the injection of there new resources into the
materials budget; or

. It can reduce the weight of personnel expenditures directly.

It is probable that Mali has alrecady used the first option to a greater extent
than realized. Externally-fundad projects and programs do not enter into the
regular budget of the Government; there is thus no way to know to what extent
project resources are supplementing the CRM's own materials allocations. Thisz
statistical problem is in the process of being remedied with UNDP assistance
and the results will be carefully examined to get a "truer" picture of the
Malian situation. The new budgetary classification and coding system (see
Annex H) could, if extended to the reporting of external assistance, be of
immense value in this task for the future.

Several ways can be suggested to implement the second option:

. continuing to freeze wages and control hiring, while maintaining or
increasing the overall level of budget expenditure (on the basis of
iricreased revenue);

. forcibly reducing the payroll by firing individuals, disbanding public
agencies, etc., again, while maintaining or increasing. total
‘expenditures;

. allowing private sector takeover of selected public ervices, e.8ey-
health services delivery, education, etc.; and

. encouraging civil servants to retire early and not filling their
positions as they leave.

“0
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c¢. The GRM Choice

Each of these approaches has certain advantages and disadvantages. As was
noted above, viie wage freeze/controlled hiring approach has already been
tried, with positive although limited success. It is also our view that this
approach is not sustainable in Mali even over the short- to medium- term. The
re-entry intc the West African Monetary Union has made Malian civil servants
conscious of the differences between their salary levels and those of their
peers in neighboring countries. There is also 2 percepiion that the cost of
living has risen and must be compensated for through a salary increase.

The political risk of extensive, involuntary reductions-in-force has been
judged to be unacceptable by the GRM at this time. The possibility of random
loss of effectiveness in public service delivery has discouraged further
consideration of the approach based upon non-replacement of retirees.

Permitting civil servants now providing selected public services to set up
similar service delivery operations in the private sector is a more attractive
approach. It has already been accepted by the GRM in principle, and has been
announced as a specific policy in health.

It has proved difficult to implement, however, and planning for the transition
is still in early steges. 1In part, the difficulty stems from the fear that

public services delivecy would suffer to an unacceptable degree if such
departures were uncontrolled. There is a widespread view that all the
excellent professionals would leave and all the mediocre ones would remain.
On the other hand, devising controls which ensure maint.nance of adequate
public services, are fair to individual professionals, and yet do not stifle
all incentive among those who rnre likely to be able to successfully establish
themselves in the private sector has been problematic. The analysis of public
sector manpower needs which is to be completed in the next two years (the
cadre organique process discussed in Annex H) promises to be very useful in
resolving these problems by generating a workable set of guidelines along
which privatization could be encouraged. It cannot be denied that this
approach has an intuitive appeal for the GRM, individual civil servants, and
donors alike.

Considering all these pro's and con's, the approach which the GRM has decided
to try involves encouraging individuals to retire voluntarily from the Civil
Service while at the same time facilitating within-government transfers to
fill vacancies and restricting, but not halting, entry in order to provide for
a steady inflow of new talent. The basic feetures of such a voluntary early
departure (VED) program are now in place although remaining uncertainties
indicate that such a program must be undertaken in a learning, self-correcting
mode. There is a commitment, however, to making it work.

The program concept involves provision of a set of financial incentives to
encourage those interested in leaving the Civil Service for employment
elsewhere to dc so. The GRM has determined that a feasible objective at this
point is an experimental program involving about 600 people over a two to
three year period. The principal characteristics of the program are summarized
below. A more detailed presentation of the VED program is found in Annex

H.
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- A pension guarantee scheme: Civil servants choosing early retirement
and having between 5 and 14 years of service will receive the
equivalent of all personal contributions made to the Malian Retirement
Fund (CMR) as well as those made on their behalf by the Government.
Those civil servants having more than 14 years of service and more than
5 years before mandatory retirement will not receive compensation but
will, rather, be guaranteed their pensions when they reach the
mandatory retirement age. The amount of these pensions will be the
same as if they had remained in the Civil Service and had continued to
make normal advencements in seniority and salary levels.

. Severance pay: A fund of approximately two billion FCFA will be set up
by the GRM to provide severance pay. Civil servants will be offered
differeing levels of severance pay, depending on their professional
level. Those at the highest level (Category A) will rcceive severance
pay of 4 million FCFA if they choose to retire (about $8900) ; midéle
level (Category B), 2.5 million FCFA (about $5500); and those at the
lowest level (Category C), 1.7 million FCFA ($3800).

. Credit guarantee program: A Credit Guarantee Fund of about 900 million
FCFA will be established at the Central Bank of West Africa (Mali) and
will be managed by the Bank. This Fund will cover 50 percent of the
credit extended to former civil servants who have taken advantage of
the voluntary retirement scheme. The maximum amount guaranteed per
participant will be 5 million FCFA.

. Fesasibility Study Fund: A Feasibility Study Fund of about 150 million
FCFA will also be established at the Central Bank. The Fund will
provide up to 50 percent of the cost of feasibility studies needed up
to a maximum of 250,000 FCFA per applicant.

Several conditions are seen as necessary to launching and ensuring the
rational development of this personnel reduction program:

. completing the physical verification of all public employees (the
controle physique des effectifs) and establishing the capacity to do
spot~checks in the future;

. using this verified information on all civil servants as the basis for
establishing and operating a computerized payroll system;

. developing the government's capability for more effective manpower
planning, e.g., by conducting agency/position classification surveys
(the cadre organique exercise) for all public sector ministries and
organizations and using the database thus established to plan for both
streamlining and selective expansion of the Civil Service;

. computerizing the budget, using an improved budget classification
system, to enable more timely and complete tracking of expenditures and
receipts and to improve decision-making in the allocation process.
Several other actions must be undertaken to set up the personnel
reduction program itself:

. establishing a procedure by which individuals can apply for esrly
retirement, be approved, and receive severance and retirement pay
entitlements;



-21-

. providing resources (advisory services, credit, contacts) and a
generally positive policy and regulatory environment which will
facilitate retirees’ re-entry into the private sector;

. fostering the transfer of civil servants to fill vacancies;
- establishing hiring limits and applying then;

. setting up control mechanisms to ensure that those who voluntarily
retire and receive benefits associated with such retirement do not
re-apply for Civil Service positions; and

. providing a monitoring and evaluation mechanism to determine if and
when adjustments in the program are neceded.

Provided that the costs of the program itself are kept under control, at least
600 civil servants leave over a two year period, and new entries are strictly
budgeted on an annual basis, the budgetary savings generated by the program
will be sufficient to positively affect the structure of the government
budget.

Ceteris paribus, we project a 66 percent increase in materiels expenditure
will be possible in 1990 (over the baseline materials/personnel expenditures
ratio of 0.20 which would be expected if no reductions were made in personnel
and recruiting continued as planned). If revenue collections are strengthened
as a result of the tax reform program (the baseline assumption is 7.5 percent
revenue growth each year), the ratio between personnel and non-personnel
(materials) expenditures could be improved even further. (Details on these
calculations are found in Annex D).

The GRM also plans to extend some of the concepts involved in Civil Service
personnel reductions to the process of privatization of public enterprises.
Under the terms of the previous IMF Stand-By Agreements, the three public
enterprises incurring the greatest losses (SOMIEX, COMATEX, and AIR MALI) were
required to discharge about 1000 employees in an effort to stem the flows of
red ink. Under time pressure, the GRM carried out this measure at some
political cost.

A new project of public enterprise reform and rehabilitation is now scheduled
to begin with World Bank funding within the next year. The feasibility study
for this project (Rapport P & A) provided an overall diagnosis of the sector
and divided public enterprises into three categories:

. enterprises requiring fine-tuning;

. enterprises requiring major rehabilitation or further study as to
their long-term viability; and

. enterprises to be closed or privatized if private partners could be
identified.

The World Bank-supported project provides for a series of actions, all of
which are highly complementary to those supported by the EPRP:
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. privatizing, liquidating or otherwise spinning off ten public
enterprises;

. rehabilitation of five enterprises; and

. policy and institutional reform aimed at changing the institutional
links between the GRM and the public enterprises to provide for greater
managerial and financial autonomy as well as greater accountability, to
establish criteria to be met prior to creating or investing in public
enterprises, to improvs the payments system among the public
enterprises and the GRM, and to remove tax provisiohs discriminatory
towards public enterprises.

While the implementation of these plans is not likely to be officially begun
before July, 1986, the World Bank will provide technical agsistance to the
Ministry of Plan (which will be the executing Ministry for the GRM) to permit
certain actions to get underway in the short term. 1In addition, the Ministry
for State Enterprises is actively eugaging in discussions with potential
private sector buyers for those enterprises targeted for privatization or
clocure. However, the private se:tor representatives interested in purchasing
public enterprises are only interested in doing so on the condition that thay
are not forced to employ the total number of employees currently in place. The
Ministry for State Enterprisec, therefore, must develop and negotiate a
personnel reduction plan for these public enterprise employees.

he GRM has thus decided to implement a program for such personnel reduction
which shares some features of the voluntary reduction program it intends to

put in place for reducing the number of civil servants.

d. EPRP Support for Budget Restructuring

The cost of implementing the voluntary departure program for civil servants
and the state enterprise personnel reduction program will temporarily place a
very heavy burden on the public budget. Over $5 million cver a period of two
years will be needed tc mount the programs as planned, inplying a nine percent
increase in personnel expenditures over the expected level. Unless additional
revenues are found to offset these costs, these policy reforms will result in
deep cuts in experditures on materials and equipment. The immediate impact of
such expenditure cuts would be a further sharp reduction in the quality of
public sector service delivery.

To encourage the GRM to undertake these actions in spite of the short-term
pudgetary costs, USAID/Mali plans to provide dollar resources to the GRM in
1986 and 1987, the years of the greatest shortfalls due to the policy
reform-related actions. The amount of dollar support contemplated will be
sufficient to achieve a slignht increase in materials expenditure over the
recent trends. 1f the GRM restricts recruitment of new civil servants to
about 1100 in 1987 and 800 in 1988 while carrying out a voluntary early
departure program tentatively targeted at 600 civil servents, the EPRP
resources will permit roughly $1.5 million in additional non-wage recurrent
expenditures in 1987 and 1988. This translates into a five percent increase
in materials expenditures in 1987 and a 12 percent increase in 1988. The GRM
projects sufficient savings from its personnel reduction effort to allow for a
continuation of this increased level of materials expenditures.
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To further address “he public sector productivity problem, the EPRP will
provide goods and services (principally in the area of computerization) to the
GRM to permit the miniscries and departments carrying out policy
reform-related ~easurer. to augment their capacity to provide efficient and
effective services,

IV. PROGRAM IMPACT

Policy reform is often a necessary, but far from sufficient, condition for
bringing about concrete change in economic conditions. This is particuliarly
the case in Mali, where climatic variability and technological progress ars
important factors in determining annual output. Nevertheless, the kinds of
fundamental policy and development strategy modifications which have been made
by the Government of Mali over the course of the last five years have begun to
establish a new macroeconomic framework for long-term sustainable economic
growth in M21li.

The impact of regulatory and tax reforms is expected to be very broad. First,
revised licensing procedures for businesses. trade regulatious, and tax
structures should provide greater incentives for new investments in the
private sector, increased opportunities for trade, and reduced incentives for
tax evasion. Second, tax reforms should affect social equity. Lacger, richer
houzeholds now pay proportionally fewer taxes than smaller, poorer

households. 1Industries which are losing money pay nearly the same amount of
taxes as profit-making industries breaking even or making slight profits with
similar volumes of turnover. Tax reform can place in the hands of the
Government additional tools to encourage the growth and good performance of
the private sector while et the same time maintaining or perhaps even
increasing pgovernment revenues through improved tax administration.

The impact of public sector personnel reforms, both in the Civil Service and
in public enterprises, will be measured in the first instance by a reduced
wage bill. HMore important, however, wili be the impact achieved by
expenditure of the savings which will be realized by the Government and the
public enterprises from this reduced payroll. On the Government side, it is
anticipated that these savings will be translated into increased allocations
for the materials which will permit Civil Service personnel to better perform
their functions. On the public enterprise side, the impact of reduced payroll
expenditures will be seen in increased profitability.

Both the magnitude and timing of each of these vrojected impacts is discussed
in further detail below. The statistical data base is uniformly weak and
further precision is, at this time, impossible. An effort has been made,
therefore, to identify performance indicators which will reflect various
aspects of these broader impacts. The Program Coordination Unit is charged
with establishing the baseline numbers for these indicators and with
monitoring changes in them as the Program moves forward.

A. Growth of private enterprise

The recognition that public sector initiative alone is not capable of
stimulating and sustaining adequate economic growth in Mali has been one of
the major factors driving a series of policy reforms. The private sector has
gradually been ceded a larger role in the economy and, with the implementation
of many of the policy reform-related measures discussed in this PAAD, its role
and contributions to the national welfare are expected to grow. Measurement
of this change is not going to be easy, however, because of the difficulties
inherent in collecting accurate data.
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A number of indicators have been examined in an effort to establish a
baseline for private sector participation. Given the methods used to
calculate and report the GDP (by functional sectors -- agriculture,
livestock, industry, transport, etc.) in Mali, it is difficult to separate the
contributions of private and public enterprises. The lists of private
companies (including scle proprietorships) which have been officially licensed
or which have paid the basic annual business tax provide another potential
indicator of activity. Unfortunately, these measures suffer from
incompleteness. Because of the difficulties in completing the agrement
procedure, it is said that as many as five or cix businessmen can be found
hiding behind one who is licensed. While such estimates are totally
unsubstantiated by data, there is enough evidence to indicate that legally-
qualified traders and businesses are seriously understated in the official
data. The projected reform of the Commercial Code is likely to have the
effect of bringing some of these hidden private enterprises out of the
woodwork, but it would be false to interpret any increases in these numbers as
representing real growth in the sector.

A more limited, but perhaps indicative, measure examined as a possible
baseline was employment. A report prepared by a Malian consulting firm in
1981 shows employment of 17,000 people in the organized private sector (for
which the payroll tax is paid and income tax withheld from salaries) and
41,000 in the informal sector out of a total modern labor force of 156,000 ~-
a ratio of nearly four workers being paid by the public sector to every one
paid by the private. While these numbers understate the actual number in
private sector employment (probably by more than a factor of ten), as only
gome informal sector employees are included, they seem to be a valid indicator
for the "tip of the iceberg" at least and may serve as a useful baseline for
private sector development. The organized formal employment number in
perticular will not be very sensitlve to changes in registration and licensing
procedures and will reflect growth in the kind of major, long-term investment
which the tax reforms should stimulate. It is also relatively easy to monitor
as the Bureau of Internal Revenue routinely collects this information in the
collection of the payroll tax.

Another indicator of private sector growth might be the amount of credit
extended to private entrepreneurs by the banks. Given that Mali's Central
Bank imposes a ceiling on credit and monitors credit flows by sector, it might
be possible to derive from the normal Bank reccrds at least a summary view of
lending trends throughcut the period of the Program.

One other set of statistics might be useful as an indicator oi private sector
growth, especially as their collection is one of the administrative measures
which the Customs Bureau inteds to implement as part of the tax reform
package. Import and export data classified by enterprise engaged in the
activity should provide an important gauge of the volume of private- sector
oriented trade. Steps will be taken by the Program Coordination Unit to ensure
that these data are available for each annual evaluation of the EPRP.

B. Revenue Improvements

wWhile the short-term result of the tax reform program will be revenue
shortfalls as far as the GRM is concerned, the medium-term impact of the
various measures undertaken should be:
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expansion of the tax base -- by increased registration of businesses
and, therefore, increased license fees, payroll taxes, and income
taxes. Some of this expansion will correspond to program-induced
expansion of employment snd output of enterprises already registered
as well as to creation of new enterprises in response to the more
favorable tax climate; and

recovery of pre-reform revenue levels -- because of: lower rates
levied on a larger tax base; changes made in the valuation of
imports; and improved administrative efficiency (due to training and
computerization) with attendant reductions in underdeclaration and
outright evasion of taxes.

These effects will be relatively simple to monitor. Table V.D.1 .elow
summarizes very briefly the relestive movement expected in these indicators

based upon the data made available to the IMF tax experts (June, 1985) and to
the EPRP design consultant.

In the first year, a Government revenue loss of approximately $2.6 million
will be offset by EPRP resources. 1In subsequent years, if the administrative
improvemer:its are implemented on schedule and yield as well as expected, the
increased revenues will more than offset the losses. These revenue gains
will, in combination with the personnel reduction program, permit further
improvement in the materials/personnel ratio, but the short-term effect will
be slight. Although such impacts are not now quantified in as much detail as
desirable, the EPRP support will permit the improvement of record-keeping and
analysis in the Tax Departments (Revenue and Customs) and the Program
Coordinating Group will be cliarged with ensuring that reports are prepared on
an annual basis to assess these indicators.

C. Savings Generation

Budgetary savings, which are of major importance to the EPRP program success,
are those which will be generated by the GRM petsonnel reduction program.

Even though it is seen as a pilot effort, the Voluntary Early Departure (VED)
Program alone is expected to have a significant effect on overall personnel
expenditures after 1988 (assuming that the target of 600 civil servants
volunteering to retire early is realized), as is demonstrated in Table 1 in
Annex D. The VED program will generate a stream of savings, the net present
value of which is estimated to be abouvt $8.5 million. If one compares the net
present value o the VED program expenditures to the net present value of
salaries and pension benefits that the GRM would have paid for these
employees, the benefit-cost ratio is about four to one. If all the costs
associated with the Credit Guarantee and Feasibility Study Funds are included
and only the budgetary savings benefits are calculated, the benefjc—cost ratio
is about 2.5 to one.

If the budgetary ceiling on hiring is maintained at the level established for
1985 in the 1984/85 IMF Stand-By Agreement (750 million FCFA or about 1400
persons), less visihle budgetary savings will also be realized by the GRM.

Net savings are difficult to quantify in this case, however, as they depend on
assumptions about what would have occurred in the absence of such control. In
order to estimete this stream of benefits, we have used a projections model
and included ceiling levels of 1100 new-hires in 1987 and 800 new hires in

47X



-26-

1988 and following years. Assuming average esntry level salaries and a normal
progression of wage increases as seniority is gained, these reductions in the
number of new entrants into the Malian civil service will generate over $50
million in budgetary savings between 1987 and the year 2000. Restrictions on
new hiring are conditions to EPRP funding for budget restructuring; although
“costless" to the GRM, the positive impact over the long-term is critically
important to resolving the budgetary imbalance.

Both the progress of the VED program and the establishment ol hiring ceilings
will be monitored by the Program Goordination Unit to assess the extent to
which the anticipated modification of the budget structure (altering the
materials/personnel expenditure ratio) will be achieved. Target ratios can be
established on a tentative basis, but will need reassessment on an annual
basis as they are sensitive to a number of external variables. At the annual
joint USAID/GRM evaluation of progress on the policy reform measures,
therefore, a quantified budget allocation target will be set for the following
year.

The budgetary projection model developed during the course of EPRP design will
be used to guide this discussion and to evaluate the results of the previous
year. As the model is highly responsive to zssumptions on revenue growth,
debt service, and factors such as income increases, long-term estimates
projected using the model have to be verified as these assumptions change, but
it is a most useful tool for tracking changes on an annual basis. It is
essential that, if the budget restructuring effort is to be sustained in the
absence of significant increases in public.revenue, the GRM find some way to
generate real savings on the personnel account and to reinvest these savings
in working materials, operating costs, and investments which will make those
employees still In the Civil Service more productive and effective workers.

The tax reform component of the Program should also have a savings effect —-
for private sector entrepreneurs. Reduction of the top marginal rate of the
business income tax will translate directly into a savings for private
commercial taxpayers of over 300 million FCFA per year. It is expected that
these already-profitable firms or individuals will re-invest at least part of
these savings into their enterprises or retain them on deposit in banks for
future investments. Unfortunately, for revenue reasons, two other tax
adjustment measures which would also have had a savings-incentive effect were
not retained for Program support.

D. Efficiency of the Public Sector

The short-term measurable impact of the EPRP budget restructuring effort in
terms of civil servants' productivity is likely to be limited to specific
departments and units in the Ministry of Finance (including the various tax
divisions and the Treasury as well as Budget), the Ministry of Employment and
Civil Service, and the National Commission for Administrative Reform
programmed to benefit directly from increased materials expenditures (mainly
on computerization) and training. Conventional measures of numbers of
documents hand.ed, turnaround time, and reports zenevated will be developed (o
monitor the impact of EPRP financing of specific gouds and services.

The short-term measurable impact of the GRM's voluntary 2arliy departure
program on overall efficiency is expacted to be nil ~- neither negative nor
positive. Even without hard data which would permit & quantirication of the
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problem of a "plethora of civil servants", it is assumed that a superabundance
of personnel in comparison to means and materials with which to work exists
end that a reduction of up to 600 civil servants can bo made witk no visible
impact on overall function. The impact of overall hudgat restructuring and
personnel reduction efforts over the longer-teim is expected to be
considerably more substantial, although it will be very diffuse and will
require subtle avaluation.

Two important tools for evaluation are scheduled to be put into ple-e,
however, over the life of the EPR Program. First, the !nstallation of the new
budget classification and coding procedure for reporting both receipts and
expenditures will provide a much improved database for dgeveloping widar
indicators of public sector productivity. Budget management is now so
variable by ministry and by department that even veported personnel
expenditures have sometimes been found to have been re-directed to operating
costs or equipment. Second, the completion of the cadres organigues, the
staffing patterns and job descriptions and classifinations for each unit of
the public sector which will be drawn up by mid-1987, will provide another
source of insight into public sector productivity in the delivery of goods and
services. The CNRA is already charged with reviewing the draft staffing
patterns in this light; the Program Coordination Unit will be tasked with
summarizing these findings and integrating them with the experience of the
budget restructuring and personnel reduction program efforte.

Finally, it should be mentioned that certain technica) ministries are still
committed to considering further the possibility of reallocating certain
public functions to the private sector (e.g., henlth care services, veterinary
services, certain credit programs). Privatization, it is felt, wil! engender
more incentives to work and to succeed and thus promote an overall increase in
productivity. This will, therefore, be an element in the ongoing policy
dialogue between USAID and the GRM, which will be sustalned in part by the
rutual commitment to the EPRP and, in part, by USAID/M:1li's normal program of
bilatera) assistance.

V. PROGRAM IMPLEMENTATION

A. Overall Implementation Responsibility

The responsibility for implementing the policy reform-related activities
described in Section III will rest with the Government of the Republic of
Mali. The role of USAID will be to support selected activities with financial
assistance; technical assistance will be limited to Program coordination and
monitoring and to the installation and use of computer equipment acquired with
EPRP funding.

1. Government of Mali

The principal executing agency for the Government of Mali will be the Ministry
of Finance. It will have overall responsibility for assuring the
implementation of agrced-upon policy reform measures. The Payroll Office, the
Bureau of the Budget, Treasury, Department of Internal Revenues, Department of
Customs, and the Bureau of Economic Affairs are all part of this Ministry and
will, as discussed above, assume specific responsibility for carrying out
certain programs in support of the policy reform effort.
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The GRM will assign two senior Malian civil servants to the Program
Coordination Unit (see Section B below), which will also be housed in the
Ministry of Finance, to coordinate actions on a day-to-day basis as needed, to
monitor the accomplishment of various measures, and to prepare for the annual
joint GRM/USAID review of Progiam progress.

The GF¥ agencies responsible both for the implementation of the EPRP and for
carryiig out related policy reform activities (even though these will not
receive direct funding from the Program) and their relationships to each other
are presented in Annex G.

2, A.I.D.

USAID/Mali will be responsible for determining when conditions are met,
assuring that disbursements are made, that negotiations are held with the GRM
at avpropriate levels when there is a likelihood that conditions will not be
met, and for exercising general substantive oveisight on the policy reform
process in Mali. USAXD will participate ir all technical reviews and
evaluations aimed at measuring implementation progress and program impact and
identifying the causal factors underlying each and will both participate in
and brief other Mission officers for the joint USAID/GRM Program level reviews
{discussed more fully below).

USAID/Mali will form a steering committee of Mission personnel to provide
technical support for policy monitoring, evaluation, and management input for
the procurement of contract services to provide technical agsistance and
procure commodities. The ccommittee will include the Mission Program Econcmist
(chairman), the Mission Agricultural Economist, the Mission Controller, and
the Mission Management Officer. The Mission Director, with guidance from the
steering committee, will make the final determination regarding the meeting of
the conditions precedent.

B. Program Coordination and Monitoring

Before signature of the Agreement, a Program Coordination Unit (PCU) will be
established within the HMinistry of Finance. The PCU will include a technical
assistant recruited by USAID and two Malian staff members appointed by the
Ministry of Financc. The principal role of the Unit will be to facilitate
continuing coordination between USAID and the GRM, and particularly to assist
in follow-up and periodic evaluation of implementation of the two components.
The operating costs of the Unit, including the services of the expert, the
allowances and per diems for the two staff members, and the necessary
equipment and materials, will be covered by the Program, for which cost
estimates are provided in Arnex G. The Ministry of Finance will provide an
office and neceszary logistical support. Terms of reference for the Unit and
a monitoring and evaluation system will be the subject of & detailed agreement
between the GRM and USAID before the Unit is actually operative.

Its initial functions will be: (1) to supervice procurement of gouds and
services to be acquired with the initial Program lisbursement; and (2) to
monitor GRM progress in fulfilling the conditions precedent of the EPRP ian a
timely manner, particularly with regard to computerizing the payroll by the

N



-29-

end of Mali FY 1985 (December 31); installing a new system of budgetary
classification; and following the organization/job classification (cadre

organique) process.

On a continuous basis, the PCU members will be expected to:

. communicate progress and problems o the Minister of Finance or this
designate on a regular basis;

raport regularly to the USAID project manager regarding the progress in
implementing the various measures specified in the EPRP Program
Agreement as conditions precedent or as policy reform measures agreed to
under the program;

- prepare all documentation necessary for joint GRM/USAID review of
prograss one month prior to each planned disbursement of funds;

arrange for the necessary policy studies, assessments, and
seminars/workshops to facilitate the planning and implementation and
evaluation of policy reforms;

. monitor the issuance of any administrative decrees required for policy
implementation; and

coordinate inter-ministerial and joint GRM/USAID reviews and evaluations
of the policy reform program.

Finally, the PCU will be required to assist in designing and negotiating
Program modifications;] The joint review process described in Section D below
will identify what needs to be done, but there is likely to be a certain
amount of technical consultation and drafting of agreements before the
modification can be considered to be in place. It will be the job of the PCU
to ensure that such work is carried out in a timely, professional way.

C. Procurement of Goods and Services

EPRP funds will be used to procure goods and services which will:

.+ establish and maintain the Program Coordination Unit for the life of the
Program;

assist the GRM to meet the conditions for the disbursement of the first
tranche of Budget Restructuring funds; and

support, during the life of the Program, selected GRM activities which
are related to or part of the policy reform-activities funded by EPRP,

Given the relatively short duration of this Program (three years) and the
policy reform momentum which tha GRM wishes to nmaintain, USAID/Mali proposes
to initiate, as soon as the Short-Form Program Agreement is signed:

local hiring of an initial Program Coordinator to head the Pcu;
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local procurement of office equipment and supplies for the Program
Cocrdination Unit; and

. a contract with an IQC and/or or an 8(a) firm for "procurement services"
pertaining to purchase, burn-in, delivery, installation (including local
training) of computer equipment for the Ministry of Finance (see Annex
G) and long-term technical assistance.

The priority nature of these procurements is indicated by the need to assure
that the GRM will be able to accomplish the Conditions Precedent for the
Budget Restructuring Component of the EPRP before or soon after the end of
calender year 1985 (the beginning of the GRM fiscal year 1986). This will be
feasible only if: (1) the computer equipment needed to automate the payroll
and to use the new budget classification and coding procedures is installed
and Malians are adequately trained in its use by December, 1985; and (2) the
Program Coordination Unit (PCU) is established within the Ministry of Finance
to keep the process on track. 1In addition, it is important to the effective
execution of the Tax Reform Component of the EPRP that the Department of
Internal Revenues acquire and use computer equipment as rapidly as possible.

To meet this schedule, two separate procurement actions will be teken. First,
immediate action will be taken following the signing of the Program Agreement
to establish a Program Coordination Unit (PCU) in the Ministry of Finance to
enable that ministry to carry out its role as coordinator of the EPR Program.
As zlready described, its first major task will be to coordinate and expedite
the work of the numerous GRM officez involved in the computerization of the
civil service payroll and budgeting process.

USAID/Mali will hire, following local personnel procurement resgulations, at
least one expatriate experienced in Malian budget and personnel systems as an
initial Program Coordinator for a period not to exceed one year. This interim
Program Coordinator will assist in the Initiation of the long-term contractual
relstionship with a U.S. firm as well as the establishment and furnishing of
the PCU office facilities. The facilities themselves will be provided by the
GRM, but will need a typewriter, telephones, a photocopier, mimeograph,
chairs, and normal office supplies (paper, pencils, etc.). (Costing of this
procurement list is found in Annex G). These shelf items will be procured
locally.

Second, USAID/Mali will seek a U.S. firm (or firms) capable of preoviding both
long- and short-term technical assistance and computer procurement,
installation, and training services. This firm (or firms) will purchase and
deliver the required equipment (specifications for which have been prepared as
part of the design process (see Annex G)), install it in the Central Payroll
Office and Budget Division of the Ministry of Finance and provide initial
short-term training for personnel who will operate it.

The Mis.ion decision as to IQC and/or 8(a) firm will be based upon mora
in-depth examinetion of capabilities offered by potential firms. It would be
desirable to have continuity in the area of computerization as well as a
certain coordination of effort between the Program Coordinator and the
Automation Coordinator (Computer Specialist). Preliminary inquiries indicate
that sceveral 8(a) firms are likely to be capable of providing both kinds of
technical assistance, but this has not yet been confirmed in sufficient
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depth. An IQC firm, however, might permit more rapid start-up on the computer
side and an earlier completion of conditions precedent which are based upon
computerization in Mali.

If the decision is made to use both contracting approaches, an 8(a) or other
firm would be sought to provide: long-term assistance (both Program
Coordinator and long-term computer specialist); the short-term assistance (six
person-months) needed to support monitoring and coordination activities of the
PCU (e.g., budget specialists, tax reform specialists, programming
specialists, etc.) and to carry out required computer training); and follow-on
equipment and supplies procurement, both lucally and in the U.S. The IQC
would be limited simply to computer purchase, burn-in, installation, and
initial training.

The authorized source and origin for all commodities will be geographic code
941. It is essential that the computer specialist be in Bemako, Mali no later
than October, 1985 and the long-term Program Coordinator be there by March,
1986. Excellent fluency in French is a prerequisite for both positions.

It should be noted that additional training for Malian personnel in computer
applications relevant to the FPRP objectives will be provided by the
UNDP-financed technical assistance team already ir place in the National
Commission for Administrative Reform (CNRA). This team has developed the
substantive plans for chang:s to be made in the personnel and budget
management systems. Since these technicians are not completely familiar with
U.S. equipment, however, the contract technicians will need to develop the
CNRA staff's understanding of the equipment so they, in turn, can use it
effectively in training.

D. Conditional Dollar Disbursements

The detailed financial plan for the program appears in Section F below. The
overall U.S. contribution will be $18.0 million provided in the form of a
grant. Approximately $16.7 million will be disbursed in dollars in annual
tranches subject to GRM fulfillment of specified conditions as laid out ian the
Program Grant Agreement (see Annex J)}. Approximately $1.3 million will be
managed directly by USAID/Mali for purposes specified in a Short-Form Program
Agreement (Annex J) which will be signed at the same time as the Program Grant
Agreement. An initial dollar disbursement to the GRM will be made at the time
of signing of both the Program Agreement and the Short Form Program

Agreement.

As described in Annex J, the simultaneous approval of two separate Agreements
will facilitate program management. The Short Form Program Agreement will
include provisions covering financing of the Program Coordination Unit, the
technical services contract (for both assistance personnel and procurement
services), and some short-term monitoring or consulting assistance. The
Program Grant Agreement per se will include provisions for dollar
disbursements made by the U.S. Government to the Government of the Republic of
Mali,

1. Tha Initial Program Digbursement

As soon as the Program Agreements have been signed, financing will be made
available for acquisition of goods and services necessary for the satisfaction
of the conditions precedent for disbursements under the Budgetary
Restructuring component as described above and for launching the Tax Refotm
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component accivities. The GRM will commit itself to providing to the tax
administration the means necessary to cover the operating costs for the

equipment financed by the Program as well as other operating costs

(maintenance, vehicle expenses, etc.). The initial dollar disbursement to the

GRM will be $880,000.

2. The Tranche Release Mechanism

Subsequent dollar disbursement for Tax Reform and for' Budgetary Restructuring
will be conditioned to the submission of evidence of the Government of Mali's
progress in carrying out the economic policy reform program as described
below. Central to the determination of whether conditions have been fulfilled
will be a joint GRM/USAID annual review process.

a. GRM/USAID Joint Reviews

Evidence of progress will by gathered and evaluated on a continuous basis by
the Program Coordination Unit as discussed in Section B above. Near the end
of each calendar year, the GRM and USAID will meet to review and discuss the
findings. Two series of review sessions will be held.

First, technical reviews will be held for each of the Program components.
They will focus on problems and progress of the past year and will identify
actions to be taken to resolve outstanding problems. Action plans already
prepared by participating ministries or departments will be reviewed and
discussed. Agreement will be reached on the specific measures which the GRM
will undertake in the following year and which will be supported with EPRP
financing.

Following the technical reviews, a Program review will *_. held. This will be
chaired by the Minister of Finance or his designate and will include
representatives of all participating agencies as well as USAID. The Program
review will focus on overall implementation progress and on the impact of
Prcgram activities in improving the climate for private sector investment and
employment generation and in restructuring the Government budget. The Program
review participants will also review action plans and proposals made d:ring
the technical reviews.

The Program Coordinatiorn Unit will be responsible for planning and organizing
all review sessions, including the preparation of background documents,
special studies, and summaries of progress indicators as well as handling the
logistics and management of the sessions. The PCU will involve short term
technical assistance or local consultants as required. Following the
completion of the reviews, USAID/Mali will make a determination that
conditions for the particular tranche in question either have or have not been
met and will move to disburse (or not disburse) EPRP funds accordingly.
Specific conditions for disbursement are described by Program component in the
sections which follow.

b. The Tax Reform Component

For this component, conditional financing is divided into three annual
tranches:

Before the disbursement of each tranche of the tax reform component, an
agreement will be established between the Ministry of Finance and USAID on a

detailed plan of action, including, first, the tax reform measures which will
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be implemented in the coming year and, second, the measures to strengthen tax
administration which will be carried out in the same period.

Table V.D.1 summarizes the measures to be implemented, the amount of financing
which will be provided by EPRP, and the revenue gains expected to be generated
through administrative improvements.

The total amount of each tranche will represent an annually-declining
proportion of the estimated gross revenue loss resulting from reduced tax
rates impiemented as part of the Program. This financing will be disbursed
according to an agreed-upon schedule. Unless the Government of the Republic
of Mali and USAID agree otherwise, the proportions applied will be,
respectively, 100 percent in 1986, 65 percent in 1987, and 35 percent in
1988. The remainder of the estimated shortfall will be covered by improved
assesoments of the tax base and more effective action against tax evasion and
fraud.

Before the disbursement of the first annual tranche of the tax reform support,
the Commercial Code as well as the revision of the legislation and regulation
applied to prices and external trade will have been approved by the Council of
Ministers.

Before the disbursement of the second annual tranche of the tax reform, the
Commercial Code and the legislative and regulatory changes regarding prices
and external trade will have been approved by the National Assembly and
adopted into law.

c. The Budget Restructuring Component

For this component, disbursements will be made in two tranches, conditioned
upon improvements in control and the structure of expenditures.

A fundamental element in exercising such control is the determination of
levels for new hiring. Assessment of the 1984 hiring practices and analysis
of the budgetary implications of various levels of hiring indicate that a
maximum level of approximately 1100 persons hired in 1987 and 800 in 1988
should generate budgetary savings of a significant magnitude and still permit
the GRM to acquire a certain amount of new professional skills each year.

This tentative ceiling has thus been included in the conditions precedent to
disbursement stated below. However, the ceiling will be refined on an annual
basis, taking more detailed account of the bhudgetary requirements for these
new recruits. These requirements will be calculated to cover a full year's
salary and will take into consideration the number of recruits by category,
the average salary at the time of recruitment -- in index numbers, and the
value of an index point.

Before the disbursement of the first tranche of the budget restructuring
component, the first tranche of the tax reform funding will have been
released. In addition,

The payroll will have been completely computerized and all
centrally-paid employees whose salaries are included in the national
budget will be paid through the computerized system.

The new budget coding and classification system will be in use both for

receipts and expenditures.
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Table V.D.1. Tax Reform : Revenue Shortfalls, Gains,
and Program Financing
(in Million U.s. §)

Policy Reform Action (a) FY 1986 FY 1987 FY 1988 TOTAL
Revenue Losses:
Reduction of minimum business - -0.89 -0.97 -1.86
income tax rate
Reduction of top rate on - -0.73 -0.80 -1.53
buainess income
Reduction of w9ayroll tax -2.00 -2.16 -2.33 -6.49
Realignment of customs rates -0.56 -1.68 -1.68 -3.92
Total Expected Losses -2.56 -5.47 -5.78 -13.81

Revenue Gains:

Progressive elimination of 0.56 2.78 6.67 10.00

adninistered prices
Fight against fraud 0.56 1.11 2.22 3.89
Advance payment of BIC .67 0.89 1.11 2.67
Administrative improvements 0.67 1.11 1.67 3.45
Total Estimated Gains 2.44 5.89 11.67 20.00

EPRP Support:

Offsetting revenue shortfalls 2.56 3.55 2.02 8.14
Computerization support (see Table G-2) 0.18 0.18
NET IMPACT ON GRM REVENUES 2.44 3.98 7.91 14.33

Exchange rate used: 450 franc CFA = $1 U.S.

(a) Only actions for which quantified estimates of gains or losses have been
made are included here. See Annex E for more details.

The program to privatize public enterprises will have been launched.

The Ministry of Employment and Civil Service will present a plan,
satisfactory to USAID, for managing the program of voluntary early
departure.

The BCEAO will present a detailed plan, acceptable to USAID, for
managing the Feasibility Study Fund and the Credit Guarantee Fund in
support of the GRM's voluntary early departure progam.

The GRM will determine a ceiling, acceptable to USAID, for new
recruitments into the Civil Service in 1987, taking into account
recruitments by category, the average salary level (expressed in index
numbers) of a new recruit, and the value of an index point. USAID has
tentatively proiected a ceiling of 1100 persons for 1987.
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The GRM will also target improvements in the budget structure,
acceptable to USAID, expressed in terms of budget indicators which will
have been mutually determined, specifically dealing with the ratic
between personnel expenditures and non-wage recurrent outlays. USAID
has tentativasly identified a materials/personnel expenditures ratio of
0.327 and 0.37 as acceptable ratios for 1986 and 1987,

Before the disbursement of the second tranche of the budget restructuring
funds, the GRH and USAID will conduct a joint evaluation concerning the
implementation of the Program and the effects of mrasures undertaken in the
period covered by the preceding tranche. They will agree on the changes to be
made in the coanception of the Program component for the following period.

The Government of Mali will also :

set a celiling on new recruitments into the Civil Service for the coming
year which is satisfactory to USAID, again taking into account
recruitmencs by category, average salary levels for new recruits, and
the value of the salary index point. USAID has tentatively projected
ceiling levels for 1988 at 80C new entrants.

. Demonstrate effective control of expenditures in the preceding year and
target improvements in the structure of the budget for the following
years. This target should be expressed in terms of specific budget
indicators dealing with the ratio between personnel expenditures and
on-wage recurrent outlays. USAID has tentatively identified a ratio of
0.34 as an acceptable target ratio for 1988.

In addition, the GRM will agree to maintain the present policy with regard to
non-tenured contractual employeces in the public sector, that is, not assigning
contractual employees to positions which could be occupied by civil servants
and strictiy limiting their numbers.

Table V.D.2. summarizes the indicative target levels for various indicators
important to the overall budget restructuring effort as well as expected
budgetary savings which will be generated by specific actions.

In order to ensure that these policy reform programs (which will not be
directly financed with EPRP funds) are implemanted in a timely way, the GRM
and USAID will engage in continuous dialogue on overall progress. Where this
is critical to the accomplishment of an EPRP objective, USAID will be asked to
agre=, as already noted, to plans for various phases of activity. The
Treasury, for example, will be responsible for constituting the four funds
required Lo implement the voluntary retirement program: the Severance Pay
Fund, the Pengion Fund, the Feasibiliiy Study Fund, and the Credit Guarantee
Fund. It w’ll also provide for a Privatization Fund which will cover the
costs involved with discharging employees from public enterprises which are
being purchased by private sector interests <r are being closed.

The Central Bank and the Ministries of State Entcvprises, Plan, and Employment
will be responsibie for planning and facilitating the sale of various public
enterprises to private bhuyers.
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Table V.D.2. Budget Restructuring: Annual Targets
and Net Budgetary Impact

Policy Reform Measures FY 1986 FY 1987 _FY 1988 TOTAL

Recruitment cellings:
Target level n.d. 1100 800
Net present value of budgetary
savings (1987 -~ 2000) at 10 %
(millions U.S. §) - 8536
Potential impact on nonwage
recurrent expenditures L ;
(millions U.S. $) - C+.40.4

Voluntary early departure program: o R
Target level 264 ~396" 600,
Net present value of budgetary

savings (1987 - 2000) at 10 %
(millions U.S. §) 33.5
Potential impact on nonwage
recurrent expenditures
(millions U.S. §) -4 2,2 -% 3./ -+ ¥ 1.0

Combined effect of budgetary savings and
EPRP financing on materials’/personnel ratin:

Baseline ratio 0.324 0.35 0.30
Increase due to measures 0.003 0.02 0.04
Target Ratio 0.327 0.37 0.34

Source: Annex D tables.

E. Program Evaluation

Following the recruitment of the interim PCU Director, the PCU will develop a
detailed Monitoring and Evaluation Plan for the EPRP. This plan will include
the following:

. identification of the process and impact indicators rnd the data to be
collected for monitoring and evaluation purposes as well as the methods
to be used for its collection and analysis (the preliminary list is
found in Section IV on Program Impact above);

. baseline information on the indicators selected; and
. description of the format, content and timing of reports to be used in

the monitoring, review and evaluation of program progress snd the inputs
to be provided by participating GRM agencies.
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1. End-of-Program Evaluation

Approximately six months prior to the end of the program, an end-of-program
evaluation will be conducted by outside evaluators with financing available
through PM & R or other projects. The evaluation will focus on measuring both
process and impact indicators and, if the evaluation indicates it is
warranted, on developing specific recommendations for a follow-on policy
reform program.

The evaluation will be planned and coordinated by a joint USAID/PCU team,
immediately following the last joint GRM/USAID review session (i.e., after the
disbursement of the third Tax Reform tranche). The evaluation should:

summarize thr. results of the annual joint review sessions; ex=inine the
record, assessing their effectiveness in resolving problems, measuring
progress toward Program objectives, and setting out valid action plans
for the following year;

analyze the effectiveness of the Program Coordination Unit as a
mechanism for sustaining policy dialogue and for monitoring and
evaluating progress;

. assess the phasing of po’icy reform actions: what went as planned, where
delays occurred, and what remedial actions could/should have been taken;

and

. provide a detailed macroeconomic update, particularly focussing on
structural change throughout the Program life; roles and interventions
of other donors should be fully taken into account.

2. Applied Studies

The GRM is gradually closing off the public gsector as a major source of
employment for Mali's newly-educated population. The need for private sector
expansion to absorb Mali's exploding working age population is a major concern
for the GRM's economic policy reform efforts. The EPRP is based on the
premise that such an expansion will require an improved policy and
institutional environment, including tax and regulatory reform.

Most observers familiar with Mali's history agree that the climate for
achieving policy and institutional reform has never teen better. They also
agree that it is important to make the best of this "window of opportunity"
while trying to avoid costly errors that might narrow or close the window.

Two points warrant emphasis in this regard. First, the process of policy and
institutional reform is not well understood. There ic little empirical
evidence upon which impacts of specific changes can be confidently predicted
-- much less those which are expected to result from the interactions of
several changes. Second, while the planned reforms are necessary, they are
far from sufficient conditions for stimulating private secccr growth and
employment creation.

A learning-by-doing approach to implementation will, therefore, be followed.
The annual USAID/GRM joint review process will be an important element in this

5 9x
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approach. Each year there will be a formal opportunity to discuss progress to
date and to lay out the next year's activities in full awareness of the
progress made. The PCU has been charged with arranging for nceded studies and
analyses to be carried out in preparation for these reviews. The financial
resources available to the PCU for this purpose will, however, be limited.
USAID/Mali will, therefore, seek cupport for applied research and policy
analysis from AID central projects, namely, those in ST/RD having to do with
institutional development and the regionsl Sahel Policy Analysis project.

Two possible studies are described below as indicative of the kinds of applied
research which would irform USAID/Malil as well as other Missions venturing
into the program gran’ ipproach to institutional change. The first proposal
is for a study to ex’...ne the impact of overregulation on the growth of the
private sector and the second is for a complementary study on impact of Mali's
underdeveloped co.rt system.

a. Overregulation

As described above, the legal and regulatory systems that have been
established in Mali for controlling the econemy are so complex, pervasive and
cumbersome that they are not well understood either by those who administer
them or by the private sector. The resulting uncertainty has led to highly
arbitrary application of regulations and the establishment of elaborate
informal systems for avoidance and circumvention. They have raised
significantly the cost of business formation and transactions. They have also
discouraged investment in Mali.

While some progress will have been made with _he passage of the new Commercial
Code, much will remain to be dcne. However, further progress will require a
much better understanding of state regulntions and their enforcement as well
as the response systems that have been developed by the private sector. Thus,
a study will be undertaken to generate needed information. Because of the
complexity of the regulatory systems and the extralegal and subtle nature of
the coping systems that have evolvad, a long term (18-24 months) study
employing anthropological data ccllection techniques will be necessary.

The scudy will include: (1) periodic intensive interviews with a stratified
sample of civil servants who have retired from the Civil Service through the
Voluntary Early Departure {VED) program and who plan to establish businesses
(whether or not they participate in the Loan Guarantee program) and stratified
control groups outside the VED program; (2) significantly less frequent
extensive interviews with a larger stratified sample of the remaining VED
program participants. The purpose of the extensive interviews will be to
expand the size of the sample to increase the validity of the findings from
the intensive interviews to focus increased attention on impact measurement.
The two survey techniques will be complementary, with each informing the other.

The design of the study will be prepared with the assistance of an
institutional economist familiar with Francophone institutional arrangemeni:s
(legal and regulatory systems and their administratior) as they apply to tha
private sector. He will also provide technical backstopping for the study
through periodic visits to Mali. The actual study will be carried out by a
study team which will include an ABD candidate from a U.S. university in the
field of institutional economics or economic anthropology. He will be joined
by two or three Malian graduates from the National School of Public :
Administration (ENA).
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b. The Underdeveloped Court System

Mali's court system appears unable to effectively arbitrate and enforce
property rights and to protect individuals and corporations against the
violation of contractual arrangements by one of the parties. This system
increases risk and uncertainty in the business environment and, therefore, the
cost of doing business in Mali. The lack of a specialized court for handling
commercial matters adds further to transactions costs. The situation is
exacerbated by the lack of trained personnel to staff such courts and to
provide legal services for those wishing to go to court to resolve their
problems. The critical nature of the situation cannot be overemphasized.
Modern economic systems cannot evolve except under the rule of laws that are
fairly applied and enforced.

Notwithstanding the importance of the court and enforcement mechanisms,
information about them is largely anecdotal. If reform is to occur, as it
must, we must expand our knowledge of these systems in order to effectively
support their reform.

Toward this end, a short-term study will be undertaken of Mali's court and
enforcement systems. This study will be initiated after the conclusion of the
study of egulations as the findings of that study will provide a major input
for the design of the study of the court system.

The latter will focus on both structural and administrative issues relevant to
the private sector. It will be designed and carried out with the assistance
of a specialist in development law. It is estimated that the study will
require three person-months to design and implement. Funding for both studies
will be requested under the recently authorized Sahel Policy Analysis Project.

F._Financial Plan

Table V.F.1 shows the schedule of obligations of funds for the Economic Policy
Reform Program and their uses. A total of $18 million is planned for dollar
disbursements, of which approximately $16.7 will offset GRM local currency
expenditures and an additional $0.3 million will be used for local procurement
of commodities and services.

Table V.F.1. FINANGIAL PLAN FOR
USAID/Mali Dollar Disbursements
U.S. $'000

- Budget Category FY 1985 FY 1986 _FY 1987 FY 1988 TOTAL
Tax Reform - 2560 3555 2200 8315
Budget Restructuring . 880 2700 4785 — 8365
Commodity Procurement - 350 90 50 - 490
Technical Assistance 30 540 200 - 770
Training 20 20 20 - 60

TOTAL 1280 5910 8610 2200 18000

é/x
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le. Initial Disbursements

The initial disbursements for the EPRP will be made in two ways:

. upon signature of the Program Agreement, the U.S. Treasury will transfer
$880,000 to the U.S. corresponlent bank of the Government of Mali's
choice; and

o upon (simultaneous) signature of the Short Form Program Agreement,
USAID/Mali will secure an IQC and/or an 8(a) contract for technical
assistance and procurement services in the area of couputerization.

The GRM signature on these Agreements will signal its commitment to carrying
out the serles of policy reforms specified in this PAAD, but neither of these
disburizements will be conditiomed upon any specific policy reform action.

2. Conditional Disbursements

Once the conditions for tranche release for each component of the EPRP have
been fulfilled, the disbursement mechanism is straightforward. USAID/Mali
will request the Treasury to transfer to a U.S. bank of the GRM's choice the
agreed-upon amount of dollars. The GRM will manage the local currency as it
chooses, ensuring, however, the presence of adequate funds for use in
restructuring of the national budget as described above and for (1) offsetting
revenue shortfalls, and (2) costs of improved tax administration.

The GRM will be expected to provide evidence of expenditures of the budget
restructuring funds through the materials account of the national budget on an
annual basis.

3. The GRM Speclal Accounts

The GRM will also certify as to the status of its use of its own budgetary
resources in three (or five) special purpose funds at the BCEAO for carrying
out a personnel reduction program along the lires indicated in Annex H.
Expenditure from all GRM special funds, except for the Tax Account, will be
reviewed in the technical revi:w for the budget restructuring component of the
Program as progress on impleir-iratlon of the program supported with these
funds will be an important cc. -iement to the overall budget restructuring
effort supported by the EPRP. An estimate of the GRM expenditure of local
currency resources related to each of the Program components and for the
Program Coordination Unit is given in Teble V.F.2.
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4, Method of Implementation and Financing

Method of Implementation Method of Financing
l. Dollar disbursement Direct Transfer to 8315
for Tax Reform GRM's bank account
in New York
2, Dollar disbursement Direct transfer to 8365
for Budget Restruct- GRM's bank account
ing in New York
3. Commodity Procurement Bank L/Com 490
4, Technical Assistance Direct 1/Com 770
5, Tralning Direct Reimbursement 60

G. Other Donor Coordination

Many other donors are active in Mall and many are supporting projects and
The monetary

programs which are complementary to the EPR Program componentsS.

and budgetary interventions of the IMF have been noted at several points in
the narrative; siwilar mention has been made of the public enterprise reform
program of the World Bauk., Less attention has been drawn to the small and

medium enterprise-oriented credit activities of the World Bank and the German

Approximate Amount
(000)

organization, KfW, and to the small and medium scale enterprise support
project just being developed by the European Economic Community.

Table V.F.2 GRM Expenditures Facilitated By EPRP Dollar Disbursements

Millions of Francs CFA

Budget Category FY 1985 Fy 1986 TFy 1987 FY 1988 TOTAL
A. Tax Reform (a) 0 1,100 1,789 3,560 6,449
(1) Expected Revenue Loss(b) 0 -1,152 -2,460 -2,600 -6,212
(2) EPRP Offset of Loss(c) 0 1,152 1,599 910 3.661
(3) Potential Grains from 0 1,100 2,650 5,250 9,000
Administrative Improvements
B. Budget Restructuring 398 1,215 2,153 81 3,848
C. Program Coordination Unit O 48 48 48 144
Support
TOTAL 398 2,363 3,990 3,589 10,441

(a) This 1ine is the sum of the followirg three.
(b) See Annex E for details of this estimation.

(¢) Dollar disbursements will be provided by EPRP to offset estimated
losses on a declining basis: 100 % in 1986, 65 % in 1987, and 35 %

in 1988.

63 %
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l. Complementary Technlcal Assistance and Project Support

In addition to the general complementarity just mentioned, it is useful to
note specific instances of technical assistance and project support being
supplied by other donors which are likely to be important to the overall GRM
capability to implement the policy reform program:

« the International Monetary Fund's continued technical assistance in the
Bureau of the Budget in the Ministry of Finance will be helpful in
installing and effectively using the new budget codinyg and
classification system;

« the possibility of the IMF providing technical assistance to the
Internal Revenue and Customs Departments 1s attractive both to the GRM
(particularly for the development of the new taxe sur taxe approach
which 1s ucheduled) and to USAID/Mali in that it will contribute to a
more timely implementation of the refora measures;

» the technilcal assistance which will be provided by the World Bank to
help develop the detalls of the public enterprise reform program
before the project is actually signed will facilitate the GRM
activities in privatization of selected enterprises;

o the commodity and technical assistance provided by French Cooperation
(FAC) for computer facilities in the Ministrv of Finance (Treasury)
will be, as 1s discussed in Annex G, critical to the implementation of
an effective automation plan (both for 3udget and for the Payroll
Office);

« the continued support of the UN Development Program (UNDP) to the
National Commission for Administrative Reform will be important in
ensuring continued emphasis on the develcpment of an overcll public
manpower plan (through the cadres organicues) and to the implementation
of an employment policy; and

« the continued technical assistance from UNCTAD in price analysis and
the development of new pricing regulations will be helpful.

2, Complementary Conditionality

While many of these other donors have developed programs which are subject to
conditionality, none of the conditions in any of the programs mentioned ahove
are in conflict with those proposed for the EPRP. Indeed, there is great
complementarity between the conditions and covenants included in the EPRP
design and those in other programs (e.g., with the IMF on control of new
recruitment into the Civil Service, with UNCTAD on the need for new price
regulations, with the World Bank on closing or privatizing a number of
money-losing public enterprises).

3. Multldonor Dialogue

To ensure that this complementary situation is sustained and in fact enhanced
by new investuwents, USAID/Mali will undertake to stay abreast of other donors'
thinking and actions in the policy reform arena. The UNDP is presently
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organizing a Round Table for December. The preparation of this event gives us
substantial oppnrtunity to interact in depth with other donors on issues of
critical interest to all of us. In addition, USAID/Mali continues to
participate in the Cereals Marketing Restructuring Project and to meet
regularly in policy dialogue with all the donors noted above.

The size of Bamako facilitates this kind of interaction.

VI. CONDITIONS PRECEDENT AND COVENANTS

In addition to the standard Conditions Precedent (legal opinion, specimen
signatures, and deslgnation of authorized representatives), the following
cnditions precedent and covenants will in substance be included in the Program

Grant Agreement.

A. First Disbursement

Prior to the first disbursement under the Grant, or to the issuance by AID of
documentation pursuant to which disbursement will be made, the Crantee will,
except as AID may otherwise agree in writing, furnish to AID in form and
substance satisfacrory to AID:

+ Evidence that quarters have been established in the Ministry of Finance
for the Program Coordination Unit (PCU).

+ Evidence that two qualified Malians have been designated to work
collaboratively with one expatriate adviser in the PCU; they will be
assigned for a period of up to three years.

o A statement designating the bank end account number into which
disbursement is to be made.

The GRM will also, at the time of signing the Program Agreement, sign a Short
Form Grant Agreement which will provide for the services of an expatriate
technical consultant to assist the Program Coordination Unit and arrange for
the procurement of a specified 1list of goods and services related to the
computerization of specified functions in the Ministry of Finance, the
National Commission for Administrative Reform, and the Ministry of Employment
and Civil Service. The conditions stated above will also be conditious
precedent to the Short-Form Program Agrecment.

B. Additional Disbursements

1. Tax Reform: The "First Component"

Before the release of the first tranche of funds for the first component of
the program, the GRM will:

+ Present evidence of Council of Ministers' approval of revised texts, by
decree or otherwise, of the Commercial Code, the regulation of prices,
ard the control of external trade.

o Furnish a three-year action plan for conducting tax reform in Malj. and
a detailed actlon plan, acceptable to USAID, for the first year of tax
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reform activity. This one-year plan should include estimations of
possible revenue shortfalls and gains likely to be realized as a result
of implementation of the plan.

Defore the release of the second tranche of disbursements relating to progress
on tax reform measures, the GRM will provide evidence of legislative enactment
of regulatory texts regarding pricing and external trade as well as the
revised Commercial Ccde.

Defore the release of the second and third tranches of funds for the first
project component, USAID and the GRM will jointly review the results of the
previous vear of tax reform and adjust the funding programmed for the
succeeding year as needed. The process of review and Program target revision
is described in Annex I.

In sum, before each tranche of dollar disbursements related to tax reform,the
GRM will:

. Present written evidence of the estimated revenue loss realized in the
previous year due to the implementation of the program and of estimated
revenue gains made due to improved tax administration.

« Present a detailed action plan for the succeeding year of tax reform
act:vity.

. Demonstrate satisfactory progress in implementation of the[prgced;ng
year's program. LR

B. Budget Restructuring: The "Second Component"

Before the release of grant funds for the first tranche of the second program -~
component, the GRM will: ‘

. Fulfill all conditions precedent for the firét!t:éhéﬁé;of;théffirst

component.

. Computerize the payrcll de | ate that all centrally-paid government
employees have been, and are being, paid through the computerized
system,

« Put the new budget account classificationﬁajéteﬁ;id'bpération for
receipts as well as expenditures. ' '

. Present evidence of having launched the privatization of public
enterprises,

. Develop detailed administrative arrangements governing the voluntary
retirement prograr; the Ministry of Finance, the Ministry of Labor and
Civil Service, and USAID will agree as to feasiblity of implementatiou.

. Develop detailed arrangements for the functioning of the Feasibility

Study Fund and the Credit Guarantee Fund; the Ministry of Finance,
BCEAC, and USAID will have agreed as to feasibiliry of implementation.

£6
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Determine a ceiling, acceptable t¢ USAID, for new recruiltments into the
Civil Service in 1987, This ceiling will take into account
recruitments by category, the average salary level (expressed in index
numbers) of a new recruit, and the value of an index point. USAID has
tentatively projected a ceiling of 1100 for 1987.

Target improvements in the structure of the budget, acceptable to
USAID, expresssed in terms of budget indicators hwich will have been
nutually determined. USAID Fas tentatively identified
materials/personnel expenditures ratios of 0,327 and 0.37 as acceptable
ratlos for 1986 amd 1987.

Prior to the release of the second tranche of the second component, the GRM
and USAID will jointly evaluate the implementation and impact of measures
included in the second component for the period covered by the first tranche.
They will agree upon any necessary modifications in the component design for
the following peried. In addition, the GRM will:

Determine a ceiling, acceptable to USAID, for new recruitments into the
Civil Service for 1988, which takes into acccunt recruitments by
category, the average salary level (expresssed in index numbers) of a
new recruit, and the value of th: index point. USAID has tentatively
projected celling levels for 1988 at 800 new entrants. This level will
be modified in light of budgetary information, 1f necessary, as it is
desired that the ceilings established result in long-term budgetary
savings to the GRM.

Target improvements in the s”. -cture of the budget, acceptable to
USAID, expressed in terms of specific budget indicators which will have
been mutually determined. USAID has tentatively identified a
materials/personnel expenditures ratic of 0.34 for 1988 as acceptable
ratios.

C. Speclal Covenants

Except as the Parties may otherwise agree in writing, the Grantee covenants
that it will, throughout the duration of the Program:

Assure the presence of adequate technical expertise in the Department
of Internal Revenues and the Customs Service to monitor the results of

the proposed tax reform activity.

Maintain its policy of not recruiting contractual employees in those
categories and otherwise strictly limiring personnel recruitment .

Assure that funds for (a) the privatization of of public enterprises
and (b) general budgetary support have been used for the purposes
intended (that is, severance pay, pension guarantees, credit
guarantees, and feasibility study financing).

Assure the assignment of the same personnel to the PCU for the durationv'
of the Program as far as possible; AID will agree as to changes which =

may be necessary.,
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+ Establish a program for publicizing regulatory or administrative changes
enacted with respect to the Commerclal Code, price regulation, and tax
reform. In addition to normal mass communication channels, direct
communication channels with interested groups should be encouraged and
used.

Establish procedures (in addition to automation of the payroll) to
ensure that civil servants leaving the Civil Service through the
Voluntary Early Retirement Program are not rehired into Government
service, '

Allocate to the PCU adequate powers for the monitoring and evaluation of
the Program. Except as otherwlse agreed in writing, "evaluation” will
include: (1) evaluation of progress towards attainment of program
objectives; (2) identification and assessment of problem areas or
constraints which may inhibit such progress; and (3) to the extent
feasible, an evaluation of the overall impact of the program at its
conclusion,
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AGENCY FOR INTERNATIONAL DEVELOPMENT

PAOGRAN:  HALL ACTIVITY DATA SHEET CP 81-05 (4-85)
TILE FUNDING SOURCE PROPOSED OBLIGATION (/n thocmnds of doliers)

Hz11 Econcmic Policy Reform Program Economic Support Fund 'Y 85 18,000 lh'zifu?gr tauny 18,000

WUMSER 688-0240 nEw (X PRIOR REFERENCE INITIAL ESTIMATED FINAL ESTIMATED COMPLETION DATE
GRANT K] Loan(] CONTINUING (] Hone 23"'665';'“ 25“?33"“ oF ggo:zcr

%: 1o support the Government of Mali (&%) in izplementing
po reforms aimed at: (1) providing en environment conducive
to expanded private sector growth end esployment; and (2)
reducing the burden of the public sector o tha econosmy while
increasirg its efficiency.

Background: Following independence, the GRM lezented a
E&ﬁa'developmt strategy to achievo its jectives of rupid

industrinalization and modernizaticn. Policy mechanisms chosen
for achieving thesa objectives were the creation of atate
enterprises and the repld expansion of public edaministraicion to
e the end sexrviceas in education,
mlmmlmwmwmy of regulaticns were put in
lace to control prices, markets, and tha conduct of businezs.

o finsnce the growing public sector, taxes literally
confiscatory in nature were levied cn business and commerciel
agricultural preduction; low food crop prices were ixposed on
producera. Tha cutcore of this policy framework was, however,
costly fallure rather than dynamic growth and developzent.
Public enterprises generated enoxcous losses, 1lic
outran public revenues, private sector initiative war stifled,
end the public gector's copacity o deliver sexvices effectively
diminiched as a growing wege bill consimed a disproportionste
share of budgetary resouxces.

In the early 1980'a, ths GRM developed a of econcale
policy reform to eddress thia situatoa. ic enterprizes wero
slated for rehebilitstion, privatizaticn, or closwuxe; budgetary
controls were edopted in a Stand-By Agreceent with tha IMF; steps
were taken to improve the climate for private sector developoent
(liberalization of grain mrkets, re-examination of tex )
structures, draft of new reguiations regarding comzerce); end,
in 1983 and l%.lxlgatrictiaw on recrultzent into tha Civil
Sexvice were ixplemented.

Progren Des icn: Under this progrem, A.I.D. will provide the
v gupport ipment end tedhmnical agsistaence in

exchange for the following reforbe: (1) tax veforms involving

reduct in tax rates, measuxes to isprove tax adwinistraticn,

outlays on materials end other nompersonnel operating cost items
thereby kpmvirﬁ delivery of essential government-provided
sexvices ; end (4) public enterprisa retorm inc)ding the
privatization or closure of selected public enterprises. ram
support for tax reform will help offset tezporary tax revemue
shortfalls related to tax reform, while prograa support proxoting
bt.dﬁ;ammumhg \dlli;esult in reduction of nerscmmel
aut relative to eaterials and other nonpersomel operat

ing

Reletionchip of Progran to A.L.D. Coungz Smﬁ: The project
supports mjor elezents of A.I.U."3 comtxy opment atrategy
for Mali, nawely: assisting the (X#'s policy reform progranm and
prozoting private eector development.

Beneficlariea: The majority of Mali's population will, as a
result of telorms encoureged by this project, ultimte{y
experience expanded ezployment opportunities, lower tex rates or
i=proved gervices delivery.

Host Coum &red Other Bonors: The (3% will finsnce the
peTsormal %ﬁtﬁ costs Involved in its budget restructuring
progrem. Asgistance to cospl reform razs is be
provided by tha UP, 1B, Francs s the E.L.Co AnsiotoreSto
gmtgprefnmpmgraawulbepmddedbymém,irmm

¥ajar Qutputa All Years
Irproved Tex Stxucture and Adminigtretion X
Deneaulation of TorS nal/Bxternal x

o Irade X
Price Decontrol X
Izproved Civil Servics Efficiency X
A.1.D.-Finsnced Assistance uﬁs-ot-l’mgect_

Dollar dishurgements to the GRM asscciated with
tax reform weagures and budget restructuring 16,656

end revision of customs tariffs to reduce tax-relsted Equipeent (wicrocosputers) 490
disincentives to local procesaing ectivities; (2) zeductica of Technical Assistance 770
ice controls &nd enactment of 2 liberalized Cozmercial Code, Training 60
eading to a 1lightening of adeinistrative cantrol oo comerce end { ¢ &
industrial ectivities; (3) restructuring of budgetary TOTAL 18.600
expenditures, reducing expenditures en persomnel relstive to =
€38 FINAREING (I Bsomxds of dalisrd PRINCIPAL CONTRACTOAS OR AGENCIES
) tpeditirs Uguitated
Through Seionber 30, 3 1] 7] 0
Estimeted Fiacal Yoor 1002 0 0 e e To be determined,
Bsrimciea Tivoush Swtember 30. 1984 0 0
Fivtues Yers Ooliations Sximatsd Tatsd Coet
._:'gg,“'h- Yesr 1985 18.000 n I Ann




ANNEXES

A. Letter of Request for Assistance

B.

c.

D.

E.

Statutory Checklist
Initial Environmental Examination
Analytical Model of the Government of the Republic of Mali Budget

Tax Reform Analysis

. Institutional Analysis and Bibliography

. Computer Support and Othler Commodities and Services

. The Government of the Republic of Mali Personnel Reduction Program
. Program Coordination Unit

. Draft Program Agreements

. Design Team

. PATIP Approval Cable
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ANNEXB

3(A)2 NONPROJECT ASSISTANCE CHECKLIST

The criteria listed in Part A are
applicable generally to FAA funds, and
should be used irrespective of the
program's funding ‘source. 1In Part B a
distinction is made between the
criteria applicable to Economic
Support Fund assistance and the
criteria e¢pplicable to Development
Assistance, Selection of the criteria
will depend on the funding source for
the progran.

CROSS REFERENCES: IS COUNTRY

CHECKLIST UP TO
DATE? 1IDENTIFY.
HAS STANDARD ITEM
CHECKLIST BEEN
REVIEWED?

A. GENERAL CRITERIA FOR NONPROJECT

ASSISTANCE

1.

FY 1985 Continuing Resolution

Sec. 525; FAA Sec. 634A; Sec.

653(b) .

(a) Describe how authorizing

.and anrropriations committees

of Senate and House have been
or will be notified concerning
the project; (b) is assistance
within (Operational Year
Budget) country or
international organization
allocation reported to
Congress (or not more than $1
million over that amount)?

FAA Sec, 6l1l(a)(2). If
further legislative action is
required within recipient
country, what is basis for
reasonable expectation that
such a:tion will be completed
in time to permit orderly
accomp. ishment of purpose of
the assistance?

(a).

Congressional Notification submitted
on July 26, 1985,

(b).
Not applicable.

Agreement by Government of the Republic
of Mali Council of Ministers (on July 17,
1985) to Program description in which
need for legislative action on

Commercial Code, pricing regulations,

and regulations of external trade was
clear.
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FAA Sec, 209 1Is assistance

more efficiently and
effectively given through
regional or multilateral
organizations? If so, why is
assistance not soc yiven?
Information and conclusion
wnether assistance will
encourage regional development
programs.

FAA Sec. 60l(a) 1Information

and conclusions whether
assistance will 2ncourage
efforts of the country to:
(a) increase the flow of
international trade: (b)
foster private initiative and
competition; (c) encourage
development and use of
cooperatives, credit unions,
and savings and loan
associations; (d) discourage
monopolistic practices; (e)
improve technical efficiency
of industry, agriculture, and
commerce; and (f) strengthen
free labor unions.

FAA Sec. 601(b) Information

and conclusior. on how
assistance will encourage U.S.
private trade and investment
abroad and encourage private
U.S. participation in foreign
assistance programs (including
use of private trade channels.
and the services of U.S.
private enterprise),.

FAA Sec. 612(b), 636(h); FY

1965 Continuing Resolution

Sec, 507. Describe steps

taken to assure that, to the

maximum extent possible, the
country is contribating local
currencies to meet the cost of
contractual and other

-services, and foreign

No. U.S. assistance in this case has been
designed with full cognizance of
complementary assistance being provided
by other organizations, both bilateral
and multilateral. -U.S. resources will
be additive to those provided by other
organizations.

The primary objective to be served by the
Economic Policy Reform Program is to
foster private sector initiative and
competition. The reforms to be undertaken
will also reduce regulation of internal
and external trade (and may increase

the volume of trade). In addition,
planned deregulation and tax rate
reductions will strengthen the technical
efficiency of industry in Mali, as well
as increase local competition.

By reducing barriers to private investment,

the planned policy reforms will improve
the environment for foreign as well as
domestic investment. Moreover, private
U.S. firms will participate in the
Program by providing needed technical
assistance and commodities.

ot applicable.
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currencies owned by the U,S.
rre utilized in lieu of
dollars.

7. FAA Sec. 612(d). Does the
U.S. own excess fcreign
currency of the country and,
if so, what arrangements have
been made for its release?

8. FAA Sec. 60l(e). Will the
assistance utilize competitive
selection procedures for the
awarding of contracts, except
where applicable procurement
rules allow otherwise?

9. FAA 121(d). If assistance is
being furnished under the
Sahel Development Program, has
a determination been made that
the host government has an
adequate system for accounting
for and controlling receipt
and expenditure of A.I.D.
funds?

10. FY 1985 Continuing Resolution
Sec, 536. 1Is disbursement of
the assistance conditioned
solely on the basis of the
policies of any multilateral
institution?

FUNDING CRITERIA FOR NONPRCJECT
ASSISTANCE

1. Nonproject Criteria for
Economic Support Fund

a. FAA Sec, 531l(a). Will
this assistance promote
economic and political
stability? To the extent
possible, does it reflect the
policy directions of FAA
Section 1027

No.

Yes. Efforts will be made to seek
involyement of small and disadvantaged
businesses ard women-owned businesses

by carrying out 8(a) procurement
procedures involving liwited competition

Not applicable

No.

‘f¥é${
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b. FAA Sec, 531(c). Will
assigtance under this chapter
be used for militarcy, or
paramilitary activities?

c. FAA Sec. 534, Will ESF
funds be used to finance the
construction of, or the
operation or maintenance of,
or the supplying of fuel for,
a nuclear facility? 1If so,
has the President certified
that such use of funds is
indispensable to
nonproliferation objectives?

d. FAA Sec, 609. 1If
commodities are to be granted
so that sale proceeds will
accrue to the recipient
country, have Special Account
(counterpart) arrangements
been made?

Nonproject Criteria for

Development Assistance

a, FAA Sec., 102(a); 111; 113;

28l(a). Extent to which

activity will (a) effectively

involve the poor in
development, by extending
access to economy at local
level; increasing
labor-intensive producticn and
the use of appropriate
technology, spreading .
investment out from cities to
small towns and rural areas,
and insuring wide
participation of the poor in
the benefits of development on
a sustained basis, using the
appropriate U.S. institutions;
(b) help develop cooperatives,
especially by technical
assistance, to assist rural
and urban poor to help
themselves toward better life,
and otherwise encourage

No.

No.

~ Not applicable.

(a) Tax reforms supported by the EPRP
will encourage more labor-intensive
production in Malian enterprises.

(b) Other reforms will have a
positive impact on overall
efficiency of private and public
sector service delivery and will
improve the climate for private
sector expansion.
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democratic private and local
governmental institutions; (c¢)
support the self-help efforts
of developing countries; (d)
promote the participation of
women in the national
economies of developing
countries and the improvement
of women's status; and (e)
utilize and encourage regional
cooperation by developing
countries?

b. FAA Sec. 103, 103A, 104,
105, 106, 107. 1Is assistance
being made available:

(include only applicable
paragraph which corresponds to
source cf funds used. If more
than one fund source is used
for assistance, include
relevant paragraph for each
fund source.)

(1) [103] for agriculture,
rural development or
nutrition; if so (a) extent to
which activity is specifically
designed to increase
productivity and income of
rural poor; [103A] if for
agricultural research, full
account shall be taken of the
needs of small farmers, and
extensive use of field testing
to adapt basic research to
local conditions shall be
made; (b) extent to which
assistance is used in
coordination with erfforts
carried out under Sec. 104 to
help improve nutrition of the
people of developing countries
through encouragement of
increased production of crops
with greater nutritional
value, improvement of
planning, research, and
educatcion with respect to
nutrition, particularly with

- Not:apnlicable:

15
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reference to improvement and
expanded use of indigencusly
produced foodstuffs; and the
undertaking of pilot or
demonstration of poor and
vulnerable people; and (c)
extent to which activity
increases national food
security by improving food
policies and management and by
strengthening i.ational food
reserves, with particular
concern for the needs of the
poor, through measures
encouraging domeéstic
production, building national
food reserves, expanding
available storage facilities,
reducing post harvest food
losses, and improving food
distribution.

(2) [104] four population
planning under sec. 104(b) or
health under sec. 104(c); if
su, extent to which activity
emphasizes low-cost,
integrated delivery systems
for health, nutrition and
family planning for the
poorest people, with
particular attention to the
needs of mothers and young
children, using paramedical
and auxiliary medical
personnel, clinics 2nd health
posts, commercial distribution
systems and other modes of
community research.

(3) [105] for education,
public administration, or
human resources development;
if so, (a) extent to which
activity strengthens nonformal
education, makes formal
education more relevant,
especially for rural families
and urban poor, or strengthens
management capability of

ot appicable.

Assistance will be provided tu increase
the effectiveness of public administration
in Mali by ensuring that the Government
budget is restructured in such a way as

to provide civil servants with adequate
working materials for effective
performance of their duties.
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institutions enabling the poor
to participate in development;
and (b) extent to which
assistance provides advanced
education and training of
people in developing countries
in such disciplines as are
required for planning and
implementation of public and
private development activities.

(4) [106e] for technical
assistance, energy, research,
reconstruction, and selected
development problems; if so,
extent activity is: (i) (a)
concerned with data collection
and analysis, the training of
skilled personnel, research on
and development of suitable
energy sources, and pilot
projects to test new methods
of energy production; and (b)
facilitative of geclogical and
geophysical survey work to
locate potential o0il, natural
gas, and coal reserves and to
encourage exploration for
potential oil, natural gas,
and coal reserves.

(ii) technical cooperation
and development activities,
especially with U.S. private
and voluntary, or regional and
‘nternational development,
organizations;

(iii) research into, and
evaluation of, economic
development processes and
techniques;

(iv) reconstruction after
natural or manmade disaster;

(v) for special development
problems, and to enable proper
utilization of earlier U.S.
infrastructure, etc.,
assistance;

Not applicable.
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(vi) for special development
especially small
labor-intensive enterprises,
marketing systems, and
financial or other
institutions to help urban
poor participate in economic
and social development.

(5) [107] 1is appropriate
effort placed on use of
appropriate technology?
(Relatively smaller,
cost-saving, labor using
technologies that are
generally most appropriate for
the small farms, small
businesses, and small incomes
of the poor.)

c. FAA 118(c) and (d). Does
the assistance comply with the
environmental procedures set
forth in AID Regulation 16,
Does the assistance take into
consideration the problem of
the destruction of tropical
forests?

d. FAA Sec. 281(b) Describe
extent to which the activity
recognizes the particular
needs, desires, and capacities
of the people of the country;
utilizes the country's
intellectual resources to
encourage institutional
development; and supports
civic education and training
in skills required for
effective participation in
governmental and political
processes essential to
self-government.

e. FAA Sec. 122(b) Does the
activity give reasonable
promise of contributing to the
development of economic
resources, or to the increase
of productive capacities and
self-sustaining economic
growth?

Not ‘applicable.

Yes.

Yes. The planned policy and institutional
reforms will expand opportunities for
individual initiative in Mali. Moreover,
by training public sector personnel in
the effective use of computers, their
overall productivity will be enhanced.
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ANNEX C
INITIAL ENVIRONMENTAL EXAMINATION
Country: Republic of Mali

Project Title: Mali Economic Policy Reform (688-0240)

Funding: Life of Project Funding - $18,000,000 (ESF)
funding

Period of Project: 3 years (8/85 - 8/88)

Activity Description: The purpose of the EPRP is twofold; first, to support
the Government of the Republic of Mali in its efforts
to provide an environment conducive to increased
growth and employment in the private sector; and
second, to reduce the burden of the public sector on
the economy while increasing its efficiency. The
program consists of: (1) tax and regulatory reform to
provide more incentives for expansion of the private
sector, and to reduce incentives for evasion, fraud
and regulatory abuse; and (2) budget restructuring to
reduce expenditures on personnel and increase
expenditures on priority materials and equipment to
improve the efficiency of public sector employees.

Environmental Action Recommended: Categorical Exclusion in accordance with

Reg. 16, Section 216.2(c)(1)(1).

The actlon does not have & ffect t tural qmgnmiz(
IEE Prepared by: Emmy B. éghébngf Aé?&cﬂfiﬁ?a Eboé%hf?¥?1ﬁ§izﬁﬂﬂgff 137i,

Bureau Environmental Officer's Determination

Approved

Disapproved

Date 8714 /85

1
a3 (/LL’WC)L_-,-»
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ANNEX D

ANALYTICAL MODEL OF THE GRM BUDGET

A. Introduction: the Budgetary Problem

The purpose of the Economic Policy Reform Program (EPRP) is to support the
Government of the Republic of Mali (GRM) in its implementation of structural
reform measures which will have tha effect of improving both the climate for
private sector investment in the economy and the effectiveness and efficiency
with which public services are delivered. Both sets of measures have
significant impacts on the GRM budget, which need to be quantified in advance
of program implementation, for negotiation and program planning purposes.

Tax reform and restructuring of the Government budget are two principal means
for achieving the GEM objectives outlined above, and are, therefore, the two
major components of the Prcgram. Tax reform and its impact on budgetary
revenues are dealt with in Annex E. The concern of the present annex is with
expenditure restructuring. The budgetary problem stems in part from the
weight of personnel expenditures vis a vis those on equipment, supplies, and
other materials with which to work. The ratio of non-wage recurrent outlays
to personnel exprnditures (roughly constant at 0.30 in the past five years) is
relatively low compared to most other countries, including countries with
economic structures similar to Mali. Coupled with anecdotal evidence on how
shortages of supplies hamper government workers' abilities to do their jobs
well, the low level of the ratio indicates strongly that to imprcve the
cost-effectiveness of Government operations, expenditures on non-wage goods
and services relative to outlays on wages should be raised significantly.

While the two Program components can be discussed separately, as they will be
separately managed in practice, it should be recognized that there is
substantial interaction between them. Taxes, after all, account for the major
part of national budget revenues; both the amount of revenues and the way they
are spent have a direct influence on the quality and efficiency of public
sector service delivery. Alteration of the balance between personnel
expenditures and non-wage expenditure, for example, is virtually impossible to
achieve if revenues are stagnant and new civil servants are recruited;
expenditures on non-wage goods and services are, in this situation, forced to
shrink or the government deficit to grow.

Analysis of the tax situation and the design of the EPRP support for tax
reform results in a projection, with reference to the current trend line, of
likely revenue-neutrality or even a slight revenue gain over the three year
period covered by the Program. This relatively straightforward projection is
discussed in detail in Annex E. Analysis of votential EPRP impact on budget
restructuring is more complex. First, there are several variables to take
into account in projecting personnel expenditures and, second, all of these
variables ars highly sensitive to political decisions which are continuously
being made. In order to capture the combined impact of these multiple factors,
a budgetary projections model was developed to explore the conditions for
attaining a pustainable increase in the non-wage "materials" expenditures
compared to those on personnel. This model is described and the results
presented in the sections which follow.
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B. The Model and How it Works

The model is divided into three parts:

. the first specifies all the factors affecting the growth of personnel
expenditures;

the second permits the user to propose several alternative levels for
each of the factyrs; and :

the third calculates, on an annual basis, the costs of r.iternative
gets of measures and their impact on the ratio of non-wage
expenditures to personnel expenditures.

The key assumption is that non-wage expenditures on goods and services used by
civil servants in the perfcrmance of their jobs (called “materials”
expenditures here for cor.enience) are determined as a residual. Prospective
revenues, grants, and borrowing are taken to constitute "revenue." - Projected
non-wage expenditures on investment, debt servicing, subsidies and transfers
as well as personnel expenditures are then deducted from revenues to leave an
amount for materials.

The model was developed with data from the 1980-84 period. Initial trends
were projected from this base to develop a 1985--2000 "baseline case", that is,
what would be likely to occur in the absence of policy change or other
intervention. Certain judgments were exercised in the 1985-2000 baseline case
projection.

First, it was assumed that budgetary resources in Mali are limited and will
continue to be so. The growth of tax and nontax revenues in effect puts a 1lid
on overall expenditures, given that the GRM caennot obtain foreign grants and
concessional loans for budget support purposes in unlimited amounts and can
borrow only within Centrai Bank (BCEAO) and IKHF-determined (assuming a new
Stand-By Agreement) limits from the domestic banking system. Moreover, it is
assumed that the GRM has to amortize its domestic and foreign debt according
to schedule and can no longer accumulate external and domestic payment arrears
as it has done in the past. The rates assumed (nominal terms) for these
parameters are, therefore: 7.5 percent per year for revenue growth; externsal
grants and borrowing, 5 percent per annum; and borrowing from the banking
system, 7 percent. In fact, the revenue growth assumptions may have to be
qualified somewhat in the final runs of the model to allow for the revenue
impacts of the tax reform measures discussed in Annex E.

Second, it was assumed that personnel outlays are in port already
pre-determined, thal is, lergely determined by the number of people reaching
retirement age and the average size (typically about 2 to 2.5 percent per
year) of the annual merit/seniority pay increase obtained by the majority of
civil servants. Further, a recruitment ceiling of 1400 new hires (the 1984
intake) was assumed. These factors plus a probability that wage rates will be
increased in response to rising costs of living led to an assumed 9.5 percent
growth rate for personnel expenditures each year. Tt was also assumed that the
GRM will not incur domestic arrearages whlch include late wage payments. Any
domestic arrearages are attributed to suppliers of nonwage goods and factor
services,
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Third, an assumption had to be made with regard to subsidies and transfers.
The trend on subsidies and transfers between 1981 and 1984 is a declining one
(in nominal terms). Several arguments for continuing this declining trend can
be made, among them (a) the fact that policy decisions have been made to
reduce public enterprise losses and outlays on subsidies to these enterprises
should fall even further and (b) the observation that, with public secter job
openings declining, scholarship allocations (a major transfer element) could
decline. However, this declining trend is not retained in the model. After
several years of negative growth, it would seem that this category of
expenditure should be expected to stabilize in real terms. A 7 percent rate
of growth in nominal terms has thus been acsumed.

Fourth, military expenditures are expected to grow at a given percentage rate
per year .10 percent) as no information was available on this sector.

Given these assumptions, the base line trend for tbz ratio of materials to
personnel expenditures is calculated (Table D-1). The ratio recovers from its
low level of 0.27 in 1985 to 0.324 in 1986 (the exceptionally low 1985 ratio
can be attributed largely to the unexpected 10 percent increase in salaries
announced on January 1 for 1985 after a three year wage freeze ). This
(temporary) recovery to a level higher than that maintained in the 1981 to
1984 period is attributable not only to the lower (assumed) growth rate in
wages but also to the somewhat lower foreign debt service projected for 1986.
The ratio continues to increase in 1987 but from this point onwards begins to
fall, reaching 0.27 again in 1990, and declines still further thereafter (see
Table D-4). If the assumptions are correct, this finding indicates seriously
adverse conditions for the efficiency of public service delivery will continue
in the absence of policy change.

C. _Using the Model

1. _Effects of the GRM Personnel Reduction Program

The GRM's proposed personnel reduction program is described in detail in Annex
H. A principal aspect of this program, which can be examined readily using
the model, is the projected early retirement of 204 civil servants in 1986 and
396 in 1987.

Results of a financial analysis of the potential returns to the GRM of a
program which offers 4 million FCFA in severance pay and approximately 900,000
FCFA in pension benefits to a civil servant of Category A (the highest
qualifications category), 2.5 million FCFA in severance pay and approximately
600,000 FCFA in pension benefits to a civil servant in Category B, and 1.7
million FCFA in severance pay and 415,000 FCFA in pension benefits to someone
in Category C, are precented in Table D-2. The analysis shows that the
discounted benefit to cost ratio (discounting benefits and costs at 10%) of
such a program will be about four to one. Inspection of the time streams of
financial costs and benefits presented in Tables D-2 and D-4 shows that in
absence of outside funding, the GRM would have to incur a significant
worsening of the materials/personnel ratio as the severance pay payments are
made in 1986 and 1987, but could anticipate a substantial improvement in the
ratio once the savings of 600 salaries began to make themselves felt from 1988
onward (Table D-4).
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A voluntary early departure program involving 600 people will result in an
estimated budgetary savings on personnel of 734 million FCFA per year in 1988
and would permit materials expenditures to increase by 833 million FCFA in
1990. The savings on personnel outlays (732 million FCFA in 1988), grows at
about 7.5% per year in subsequent years. The materials/personnel expenditure
ratio would be about 7 percent higher in 1988 and in each subsequent year than
would otherwise be expected (based on 2 comparisen with the baseline time path
of the ratio). If the voluntary early departure program is combined with
other measures limiting personnel expenditures in future years (principally
restricting recruitments), the improveuwent in the raiioc is even more marked.
The combined effect of implementing the VED program and recruitment
restrictions permits a 21 percent improvement in the ratio of
materials/personnel expenditures over the baseline case level in 1990.

2, The Effect of the EPRP Grant

Superimposing the possibility of the EPRP grant on the voluntary early
departure program allows more favorable lnvels of materials expenditures to
personnel outlays to be achieved earlier (Table D-3). Indeed, it allows the
voluntary early departure program to be completely financed rrom domestic
resources without having the adverse effect on the materials to personnel
expenditure ratio in 1986 and 1987 noted above.

3. Ugse of the Model: Settinpg Targets and Mecaitoring

The results just presented are important indicators of the potentisl for EPRP
impact. Sensitivity tests, however, show projections to be highly sengitive
to assumptions as to future year revenue collections, debt arrearages, hiring
policies, and the like (Table D-3). Rather than arguing that the ratios
projected at this point to occur in 1986 and 1987 as a result of combined
implementation of EPRP and of the GRM measures be made program conditions, it
is therefore recommended that the present resilts should be taken as
indicative of progrum impact and of targets to be set. Targets in the form of
expected materials/perrsonnel ratios will be specified on a year to year basis
as preconditions to tranche disbursal, using the model, but these targets may
differ somewhat from the ones indicated by the projections presented here, as
projections of underlying conditions are further refined in the negotiating
process. It is suggected that the model should be used as fcllows: annually
tn set next tranche tarpget ratios; to revise targets as necessary in view of
changes in conditions teyond the control of the GRM, which may have occured
during the implementation period; and to monitoir the EPRP's progress.

This will permit the USAID/HMali Program kconomist (project manager) and the
members ¢f the PCU set targets in terms of what is desirable as far as
budgetary restructuring is concerned and taking into account what is
realistically possible, given the changes in circumstances which are bound to
occur elsewhere in Mali's economy. The target for the upcoming year will be
set at the joint USAID/GRM reviews held prior to dishursement for the second
component (budget restructuring) tranches. Events throughout the year will be
monitored by the PCU and the project manager to determine why deviations occur
(if they do) and what impact they are likely to have on the ratio between
materials and personnel expenditures. Prior to the joint review, the USAID
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Program Economlst will prepare the appropriate background material for the
review sessions and will decide whether to propose that the divergence from
the target is so serious as to warrant deferred disbursement or outright
cancellation of disbursement of the upcoming tranche.

Table D-4 indicates the prospective magnitude (in net present value tarms) of
the savings on personnel outlays resulting from budget restructuring measures
supported by the EPRP grant, from the inception of the program through the
year 2000. As can be seen from Table D-4, in addition to their important
near-term effects, the budget restructuring measures also have highly
significant longer term potential impact on the level of expenditures on
materials and on the materials/perionnel expenditure ratio.

Implementation of the two year voluntary early departures program involving
600 civil servants in 1986 and 1987 (case II of Table D-4) results in net
savings on personnel outlays totalling $8.5 million, discounting at 10%, from
the inception of the program through the year 2000, and allows a corresponding
equal increase of expenditures on materials without any worsening of the
budget deficit. This estimate of the net present value of budgetary savings
on personnel outlays due to the VED program is conservative since annual
budgetary savings extend well beyond the year 2000, to 2007 or so, at which
time most of the participants would have retired from the payroll in the
normal course of events.

Dividing the present value of the budgetary savings, discounted at 10% ($14
million at a FCFA/$§ exchange rate of 450 FCFA/$), by the dizcounted outlays on
severance pay, pension fund payments and capitalization of the guaranty and
feasibility studies funds ($5.6 million) yields a benefit/cost of ratio of
2.5. Actuslly, the benefit/cost ratio is higher than this, since the guaranty
fund will earn interest for the government cad, to the extent ex-civil servant
VED participants' business ventures work out well, the govarnment will recover
interest and principal from this fund or be able to keep it in operation
indefinitely to provide partial guarantees on future enterpreneurial loans.
Taking this into account raises the benefit/cost ratio to about three to one,
and taking into acccunt the stream of net benefits beyond the year 2000 would
raise it still further, to approximately four to one, consistent with the
financial analysis presented in Table D-2 earlier.

A phased reduction in the recruitment ceiling by 300 and then 600 entrants a
year, to 800 new hires a year, if maintained after 1988, has a very large and
growing impact over time -- the present value of budgetery savings at “0% is
$53.6 million (case 1). Combining this with the $8.5 million of budgetary
savings from the VED program yields net budgetary savings on personnel outlays
of $6.7 million discounted at 10% (case 3), corresponding to a potential
increase in materials expenditures of the same amount from 1986 through 2000.
With the EPRP funding associated with budget restructuring, materials outlays
increase by a furthar $6 million (in present value terms) to $67.7 million
over this period (case 4). The materials to personnel expenditures ratio
holds steady over the pericd at the relatively high level (by wfalian
historical standards) of 0.33 to 0.34, instead of declining as in the baseline
case from 0.327 to 0.2.

The potential impact, shcrt term and long term, of the EPRP and associated
budget restructuring measures on the structure of the budget is clearly large
and significant.
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Table D-1 Baseline Projections for GRM Budget, 1985 - 1950

Principal Budget Categories Av. Growth Level -- in aillions of francs CFA
Rat~ (%) 1985 1984 1987 1988 1989 1990

REVENUES
Tax and Nontax Revenues 7.3 69200 74390  799A%  BS9A7 92415 99344
Grants plus External

and [omeniic Borrowing 1300 4435 4163 4997 £049 4084
Total Budge.ary Resources 8 70300 78843 84132 70064 6484 103432
EXPENDITURES
Interest paynents on external debt -3.6 6390 7020 4903 6349 5803 3310
Transfers and subsidies 7 13610 14703 17872 19123 20462 21894
Investaent, equipeent 7 1700 1819 1944 2082 222 2384
Civiliin Personnel Expenditures 9.4 27632 30189 32941 35941 39139 43305
Hilitary Personnel Expenditures 10 9148 10063 11069 12176 13394 14733
Haterials Expenditures 9.6 10000 13051 13399 14414 13434 13808
Total Expenditures 70500 78845 84132  9008F 94484 103432

Naterials Expendilures 86 10060 13051 15399 14414 (5436 15808

Tata! Personnel Expenditures SR -3 36800 40252 44010 48117 52333 - 59036

Ratio of Materials/Personnel Expenditures 0,272 034 035 - 0.3 0294 0.2712




Table D-2.

(in aillions frincs CFA)

Cost-Benefit Calculation for A Voluntary Early Departure Progras
Based on Malian situation in Janvary, 1783

Budgetary Effect

Level 1985 {987 1988 1989

1990

191 1992 1793 1994 1953 I9% 1997 1998 199 2000 2001 2002 2003 2004 2005 2006 2007
COSTS FOR &00 PARTICIPANTS
Severance Pay  -Category A 4.0 800
~Category B 2.3 b
-Category C 1.7 0
Totals 1,880
314 yri{13-28 yr)
Pensic: ... i:z -Category A 0.98 1.48 129 1 12 313 15 13 17 10 2 2 a 3 2% 0 0 0 0 0 0 0 0
~Category 2 0.59 0.3 38 ? 0 11 12 o1 LR L 1 10 19 9 0 0 0 0 0 0 0 [
~Category € 0.42 0.0 ® ] § K Y TR A | ] ) Y Y 10 10 0 0 0 0 0 0 ] 0 0
Tatal: o7 % a b I EREES | I ] 33 N LH] & 3 2 u ) 0 ] 0 (] 0 ] (]
Scb-Totals: ~Category A 79 11 12 13130 15 1S 17 - li,: 2 220 3 B 0 0 0 0 0 0 0 0
~Category B b ] ] 10 - n n u " " w " 13 19 0 0 0 ] 0 0 9 [} [
~Category C N ] 3 N} 6 1 1 i R | r 9 10 00 0 0 0 0 ] 0 0 0
SRAND TOTAL (aillions FCFA) 1,en 2% Z7T -0 a Jl 3 N L. R - L] 3 2 L A 0 [ 0 [} 0 9 0
Net Present Value of Costs: 1,043 sillion FCFA or Category A
&44 aillions CFA for Category B
438 si1lions CFA for Citegory C
TOTAL WPV Costs: 2,125 sillicns CFA
ESTUZEETTIITXXVLRTI
of which: pension {3-14 yr 237 atllions CFA
pension (15-26 y 248
severance pay 1,840
BUOGETARY SAVINGS FROM 690 PARTICIPAKTS LEAVING 1 1984
By Category: ~Category A LI U3 W a0 4N 42 320 IH B0 B4 M T8 93 WS 07 % 8% s TS 1St g%
~Category 3 1% D 28 [ W w4 M WS M2 W W2 M N7 M 1 W W W M 0
~Category C 17 10 1571 WL Mmooy 0 2 7 M W M ITS 1 1 W03 M ™ S A 0
Total: H3 83 T3 M En N3 1,027 1,090 1,160 1,203 L, L3 L,175 BM 1,008 1,024 1,109 1,170 1,313 1,3%  8Sl
WPV (€ 10 2) of Budgetary Savings: 4,394 ailllon FCFA for Category A
2,230 ailllon FCFA for Cateqory 3
1,622 aillion FCFA for Category C
ToTAL 8,286 aillion FCFA
Ratio of PV Renefits/PV Costs: 4
Principal 400 VED prograa participants, of % 200 ia Category A or J2of  B,7i6 civil servaats ta this category
fypotheses: 200 in Category 1 13,242 civil servants in this category
2% in Category C 1 13,490 civil servants in this category
foong these garticipants: 132 tn Cat b6 1 with 3-14 yrs of se 420of 3,159 those civil servants participating
100 in Cat 50 I with 514 yrs of se i 1,7
120 tn Cat 50 1 with 3-14 yrs of g 2 7,788
&8 in Cat 381 with 15-28 yrs of & 32of 1,255 those civil servants participating
100 in Cat 50 1 with i5-26 yrs of s 2 4,500
80 In Cat 40 1 with i5-28 yre of s 2 3,889

Level of
severance
pay:

4.0 aillion FCFA for civii servants in Cateqory A
2.3 aillion FCFA for civil servants ia Category B
1.7 sillion FCFA for civil servants in Category C



Table D-3. Yarious Scenarios of Budget Restructuring
Increases (+) or Decreases {-) from Baseline
Materials/Personnel Expenditure Ratio

lin percentage points)

1985 1984 1987 1988 1989 1990
BASELINE RATIO 21.2 32.4 35 30 X4 2.2
Increases {+) or
Decreases (-) froa Base Line
Voluntary departure (VED) - e L
program in 1986 and 1987 0 =24 =37 LY L9 ALy
Reduction of recruitaent froa o - L
1400 to 1100 then 800 per year 0 S R N TR B SR b A 6 1
Both VED and recruitaent reductio, 0 <24 R CE kT s
EPRP and VED at sase Line e N
(EPRP at $7 amillion level) 0 7T FREEE 7 SR 1Y BRI M PR N B
ERPR, recruitaent reduction, and _ L e
VED at caee tise S R I RO 1Y O Y F 1 S 1
Baseline with revenues growing o L TR
at 8% instead of 7,51 B 0.9 L7 4t EE 1 S RO
Baseline with 82 revenue grawth,
but slower wage increase - o T
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Case 11 Recruitsent ceiling reduction fros 1400 mew hires to 1100 to 800, mo EPRP funding

t 1, revense
: growth 7.5
nc EPRF - ceiling at i400, 1100, 800

PROJECTION NUMBER

faterials Dutlays (= revenues
¢+ grants + credit fimanclng
less other outlays)
Baseline Case Materlals Outlays
Increase / Becrease (-) over Baseling
Incr./ Yecr. {-) over Daseline fa 810 4
Erpeaditure Ratio
Jaseline Case Ratio
Increase / Decrease () over Basaline
Expenditore Rctio [ecledizg cost
of capitalizing funds in persossel estlays
Baseline Case Ratie

Increase / Becrease (-1 over Baseline

Personnel Expesditures

Isseline Case Persoccel Exponditores

Increase /7 Becrease () over Basalime

Table M4

DUDGET RESTRUCTURING SIMULATIONS

{al] ousbers in aiflions of CFA francs unless otherwise stated)

1995 1986 17 198 1Y 1 19 @ 13 1M 1S 19 197 we 19y 2000
10000 13051 1SS9Z 15030  1sS32 16T 19246 219 208 2L 73N MmN 302 S e JveT
10000 33051 ISIVR . L6414 S430 15008 14972 16157 9357 20870 21/ T2 220 IMI 2 2NTW

v O I M 0% NS I 7 2 ASM SSAT et TIes %087 1088 §219
0 0 04 L4 24 3T St kb A3 102 127 W w3 M2 BA %9
0,272 3 3% 37 032 3L 0NS 0N 652 03N AT 033 03N 0z 032 o3l
0.212 030 033 03 07 02 0.;8 M3 027 02 05 0 0.2 oY 02 0.1
0 0 0000 0017 007 003 0047  0.05 O.M5 G074 0.9 001 0.097 0003 011 0.1
0.272 O3 0.3 037 321 631 NS 031y 0372 034 35 03B I eI LI AT
0.2 63N O3 63 &I 02 08 033 025 625 N3 0T 0.7 oy 02 o.M
° 00000 0.017 8077 0.0 0.7  0.05% 0.0 0074 0682 6.6 0.0W 0103 el 01N

oo W AW AN SN NI 4010 IV TR TS MZY NTTS YIS 10T 1M 175em

000 4252 4010 AN S2TS3 SEOS 4TSt ONISY TSN WIS 76 TTENS  10BSYE 11627V 124693 13MOI
0 0 -IN 16 -1eM -tect 2IM S22 32 -ASM SST -8 IS -08) 1033 1209

Y at 101

n.



Case 2: Tuc ysar VED Pragras, oo EPRP fundisg

PROJECTION NUKBER

¢ 2, VED, revesue
growth 7,31
no EFRP - ceiling at 1400 throughout

FROJECTICNS OF MATERIALS OUTLAYS AMD OF RATIO

FTrIrrescrorrosssazsrIseszzzzzssssraszrasssre

Paterials Qutlays (= revenuex
+ grants ¢ cradit financing
1ess other aytlays)
Paseline Case Materials Outlays
Increase / Decrease (-) over Raseline
Incr.7 Becr. (-} over Baselisz jm 810 &
Ezpenditure Patio
Baseline Case Ratio
Increase 7 Qecrease (=) over Baseline
Erpenditure Ratio including cost .
of capitalizing funds in personnel outlays -
Baseline Case Ratio
Increase 7 Decrease (-} over Baseline
1) Fersonnel Expencitures

7220 Type in bassline results)
Raselioe Case Persoanel Expeaditeres

1201 Increase / Decrease (-) over Bassline
. in sillions of dollars:
7%ci Fersonnel expend. incl. capitalization of
funds
2M) Incr./Beer.(-) incl, funde capitalizati
. in aillions of dollars:

3

Table B4
BUSGET RESTRUCTURING BIMULATIONS

{all sosbers in aillions of [FA francs ualess ctherwise stated)

1983 1984 1w 1990 1999 1990 1991 1997 1993 1 1993 1% 1547 1999 1999 2000

10000 12083 13720 ISIIB 1610 16835 17ES2 V112 20383 21676 22980 24290 25601  26%07 78198 2943
10000 13031  ISYY  1M10 1436 1SBO8 Y2 13187 337 0570 2791 23012 277 2432 2612 29
0 98 -ure 704 ™ L7y m 933 1028 1106 1189 1218 13N 1473 1386 1704

0 <2.2 -3.7 1.6 1.7 1.8 2 2.1 2.3 2.5 rR ] 2.0 3.1 3.3 3.3 3.8 WPV at 101 =
0.2712 0.3 033 031y o33 02 6.7 .2 02 o2 0.26  0.252 0.243 0.2M 0.225 0.216
0.212 0.3 0.33 0.3 0.2 0.2712 .28 0.263 0.297 0.2 023 0.233  0.227 0.°19 0.21  0.201
0 -0.020 -0.037 9.01v e01Y 0019 0.M0 0017 o0.07 0.017  0.017  0.017 o0.015 0,015 0.015 0,013
0.2 0.29% - 0.39  0.319 4313 0.2 0.28% .28 0218 0.2 0.26 0752 0243 0.2 075 0.216
0. 03U 038 0.3 oM o022 0.8 0.283 0,257 €23 043 0215 0.227 0.219 .21 0201
0 -0.026 -0.041 001y  0.017 0.01v 0,018 0.017 ¢.017 0.017 0.017 0017 0016 0.015 ¢G.015 0,015
35300 40252 AINTT ATIER SI78S MIM G24AZ ERIT0 THA00  @11N7 €34T ANAN 105281 114739 123042 136263
35800 40232 44010 48100  S2SST  SBOBS  ASMA 69IST  TSeed 82320  BY778  97EEI (08678 116279 126693 138015
0 0 -5 -132 -788 -850 -2 98T -0 -3 12200 -I319 1417 -1320  -14T3 -1733

0 0 -0.3 -1.4 -1.8 -1.9 -2 -2 ~2.4 -2.5 2.7 =2.9 -i.1 3.4 -3.4 ~3.9 NPV at 101 =
J6BO0 40373 AMIE 9388 SITES  STITE 62442 88170 74800 BIIT7 BOSAB 9S8 105281 114759 125082 136263
0 21 04 ~732 -188 -g38 ez ~98Y  -1064 -1M3 1228 MY -1y7 -1520 ~18033  -1753

0 0.7 0.7 -1.6 -1.8 -1.9 2 -2 -2.4 -2.35 2.7 -2.9 =3.1 -3.4 -3.5 -39 0PV at 101 =

-10.3



Table B4
BUDGET RESTRUCTURING SIMULATIONS

{all nusbers in sillions of CFA francs unless otherwise stated)

Case 3: Recruitaent ceiiing reduction and two year VED progras, mo EPRP funding

FROJECTION MUMBER § 3, VEB, rovesus 1983 1986 1997 1988 1987 1990 1994 1992 1993 1994 1993 1996 1997 1998 1™ 2000
= gromdh 7.3%
o SPRP - cotling ot ‘408, 1104, 004

FROJECTIONS OF PATERIALS QUILAYS AMD OF RRTIS

Materials Cutlays (= revenups
¢t grants ¢ credit financing

less other outlays! 10000 12083 13912 ISTI2 17262 18283 20120 22052 24088 26228 28479 30BAC  3IN? ISRIB WY AnE

Bacr'ine Case Materizls Outlays 10000 13051  I339¢ 14414 14356 15808 14972 18157  193%7 20570 21791 23012 24227  7IJD 26ki2 2179

Increase / Decrease (-} over Basaline 0 -8  -1497 1318 1848 urs e 3895 73 3438 6688 7628 9092 10488 12025 {3722
Incr./Becr.(-) over Baseline $10 & 0 -2.2 -3.3 2.9 4.1 3.3 7 8.7 10.3 12.6 14.9 17.4 20.2 3.3 28.7 J0.5KPV at 191 =

Expenditure Ratio 0.272 0.3 0.319 0.3% 034 037 03¢ 0338 034 0.2 0343 0.3 0.342 0.36  2.337  0.3%4

Desaline Case Ratio e.2712 0.3 L3 0.3 0.29¢ 0.272 0.248 0.263 ¢€.237 0.25  0.243 0.235  0.227  0.219 0.21  0.201

Incresse / Becrease (<) over Baselise ¢ -0.024 -0.031 0.0354 0.047 0.057 0.085 0.075 0.084 0.092 0.1 0.308 0015 0.121 0177 0.133

Expenditore Patio

Uacludes cost of capitalizing foads) -~ 0,277 6298 0315 0.5 0.3 0.3 0.3 03 01 037 0.M3 0.MI 032 0M 03 0¥
Baseline Case Ratio e o3 03 03 0.2 0212 0.268 0263 0.257 025 0.3 0.235  0.27 029 02 0200
Increase / Secrease () uver Pusellne 0 -0.026 -0.03 0.03 €.047 0057 0.6 0.075 0.0 0.9 01 0.108 0.1 042 017  0IN

Parsonnel Expenditures £0752  A3%BS  AATSA  SO677  SSS30  LOIB4 69230 T089T  7.2S  B30AT 90014 7363 10ST4R 114873 126243

0 -425 <1346 -1876  -730%  -31B0 3929 4787 S595 6727 7869  -§135  -10%31 -12072 -13TN1
0 -0.9 -3 -4.2 -5.8 -1.1 -8.7  -10.56  -12.7  -149 17,8 -20.3  -23.4  -2tB -JO.B WPV at 1T =

Increase / Decrease (-) over Raselise

36800

Baseline Casz Personnel Expeaditures 36800 40252 46010 4BI00 52933 56035 63364 69159 7SAG  @2320  BYI7E 97883 106698 118279 126693 138018
0
«eo 18 witlions of dollars: [}

Personnel expend. incl. capltalization of

fands 36800 40573 #4222 &KTS4 SOLT7 53530 40134 65230 TO0AF7 76425 B30AY 90014 S7IEY 105748 114623 124245
rer./Decr. (-} incl. funds capitaliz- 0 b 212 -1M6  -1876  -TS06  -31B0  -3929 4767 8693 6727 -7869 9133 10331 12072 -13IN1
ation ... in piilicns of dollars: ¢ 0.7 0.3 -3 -1.2 -3.4 -1.4 4.7 -i0.6 12,7 -89 1.5  -20.3  -23.4  -26.8  -30.6 WPV at 19T 2

81.7

-81.7

-85.9



BUDGET RESTRUCTURING SIMRATIOR

(a1l nuabers io afllioas of CFA francs caless otheruise stated)

Case 4: Recruitaent criling reduction and two year VED progras, with EPRP funding

PKOJECTICH NUNBER

...... ®IIIZTSTITTITIIEESRS

1 4, VED, revenue
grouth 7.51
ceiling at 1400, 1100, 800, EPRP funding

FROJECTIONS GF MATERIALS OUTLAYS AND OF RATIO

eI T INEXRES IS LY ®

Materials Outlays (= revenues
* grants ¢ credit fimancing
less other cutlays)
Paseline Case Materials Outlays
Increase 7 Decrcase {-) over Baseline
Incr./ Becr. (-) over Baseline in 910 &
Ezpenditure Ratio
Baselize Case Ratio
Increase / Decrease (-) over Baseline
Ecpenditure Ratio inclrding cost
of capitalizing funds in personnel swtlays
Baseline Case Ratio
Increase / Decrease (-) over Daseline

Personne) Ezperditares

Paseline Case Fersonnel Expenditures
Increase / Decrease (-) over Paseliae

fucrease / Decrzase (-} over Baseline
in sillions of US dollars

1983 198 L1 1963 1 19% 191 1M 1993 1% 1993 199 1997 1998 1999 2000
10000 318 1395 1SR U mm NN 7207 W08 U W9 30800 XITNY 3NN 3MST  ameag
10000 13031 1539 1814 1M 10 2 1019 INY 0570 A W12 M7 W2 W12 NSy
¢ n m 1319 1846 U713 ia 3893 731 %% 6689 bire) 5092 10085 12025 1122
0 0.2 1.3 2.9 1.1 3.5 7 6.7 10.9 12,6 1.y 17.4 0.2 8.3 %.7 30.5
.22 0327 0.7 03U 3 032 0.3 0.3 031 o.MZ M3 033 0342 0.3¢  0.337  o0.3n
0.272 0.3 0.33 0.3 0.7% 02 023 0.3 .27 0.2 o023 033 o7 0.9 0.21  0.201
0 0003 0017 0036 0.7  0.057 0.0k 0.075 0.0 0.092 0.1 0108 0.115 0121  0.127 0,133
0.2 033 el AX% e 03N 0.3H 0.353 031 M2 oM3 0.3 0.3% QI 0.3 0.3
om0 .33 03 XM 0 b 0.2 0.7%7 .25 0.3 0.233 0,227 0.219 .21 0.2
0 -0.0001 0.011 003 0.047 0057 0.04 0.075  0.088  o0.0%2 0.1 o068 05 0121 0127 0.133
3800 M0252 43I ATME ST SS30 G0IM 83230 70497 TKTS  E3MY  SOOI4  9TSES 103748 114823 IMNS
36800 40752 MO10 43100 STSST SN 433 NS T DR 076 WIEEY 106493 16219 126495 139014
0 L A8 -1 - 76 30 3T 47 NS =721 1B -9UTS -10531 -12072  -13MT1
0 0 -0.Y -3 -4.2 -3.6 -1.4 47 -8 127 -l LS 0.5 -4 -8 Wb

REY 2t 101 =

WPV st 101 =

b7.7

-81.53
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SUDGET RESTRUCTURING SIMULATIONS

{all nusbers in adi1)ions of CFA francs unless otheruise stated)

Case 4 Recruiteent cefling reduction and two year VED progras, with EPRP fuading

1794 £193 199 1997 1998 1" 2000

-
3
-.
Ll
Pl
W

PROJECTION WUMBER § 4, VED, ravenve 1985 198 197 1988 1989 1990 1991
growth 7.51 :
ceiling at 1409, 1100, 800, EPRP funding

(all nusbers in aillions of CFA francs unless otherwise stated)
SUNMARY OF ASSUNPTIONS:

1} VEDP-RELATED EP DISBURSENENTS o 1215 2% 0 ) ] ] 0 0 0 e b} 0
2) FUMEER OF VEQ PARTICIPANTS 0 204 3% 0 0 0 0 0 0 0 0 ] 0
CATEGORY A 0 88 12 o 0- o 0 0 ] L) 0 0 0
CATEGORY B 0 @8  Im 0 0 0 0 0 0 0 0 0 0
CAYEGORY C 0 68 132 [ 0 0 0 0 0 0 0 0 0
3} SIIE DF PRINES . SO -
CATEGORY & [ 7O TN S L) A ¥ 4. ¥ ] ] § ]
CATEGIRY B na 25 .23 .S LS 2.5 25 .S .5 8 2.5 2.5 2.5
CATEGORY C wa LY I R § g 17 L7 7 L7 1.7 1.7 1.7 1.7
4) CAPITALIZATION OF FUNDS 6. a0 707 0 9 0 o 0 0 0 0 0 0
5! COST OF VED PROGRAM (based on 12), (3}, (4) o HI 1982 . 30 3 k1 39 i 3 15 47 9
& RECRUITMENT INTAXE S WO 100 00 0. 80 M0 100 B0 800 B0 80O 800

7) RATE OF PEVENUE GRONTH (LINE 2700 7.5~ 7



ANNEX E

TAX REFORM

A. Introduction

At the time of independenca, the Government of the Republic of Mali (GRM)
introduced a policy on taxation which deliberately discouraged the creation
and growth of private enterprises. The general anti-private sector
orientation of the Government was questioned in 1968 at the time of the first
coup d'etat and several attempts were made to open the economy more widely to
private sector participation (see Annex F), but little has actually been done
to encourage greater private sector growth. However, it is now generally
recognized that the tax system is confiscatory and is, in effect, slowing
national development. With the growing recognition that the state-led
approach to development has not been as successful as initially hoped, the GRM
has recently begun to consider changing its tax policies ir. order to improve
the climate for private seztor savings and investment.

When the possibility of receiving sector grant support as part of the Economic
Policy Reform Program (EPRP) was realized, the GRM formed two working groups
to propose specific tax reform measures which would be likely to provide new
incentives to private sector growth but which could not be undertaken by the
GRM without a revenue "safety net" in place. There is always the risk that
reduction of rates for those taxes which are the most discouraging to the
private sector will have an immediate negative impact on revenues. It is only
in the long term that the effects of an enlarged tax base (and thus growing
tax receipts) will be visible and, indeed, the nagnitude of this impact cannot
be precisely predicted.

The critical problem for tax reform in Mali is thus t:, finance the reveriue
shortfalls in the period of transition. It is difficult to reduce national
budgetary expenditures further, especially when (as has been shown in Annex
D), outlays on certain categories of expenditures are already too low. MNor is
it possible to finance the revenue rhortfall or the financial markets, as it
is in more developed countries. The risk of fundamental disorganization in
the economic system can only be alleviated by the injection of new sources of
financing, e.g, EPRP.

The Malian authorities are perfectly aware, at the present time, of the fact
that if private businessmen were to respect all tax laws, economic activity
would be impcssible. A majority of private eatrepreneurs benefit tfrom the
lack of the capacity of the administration to force such compliance and
operated in the informal -- or "underground" -- economy. The modern
enterprises which are more or less forced to operate in the formal sector thus
often find strong informal sector competition, partly because thay are part of
the very small proportion of businesses who carry the entire tax burden. 1In
addition, the tax structure is such that entrepreneurs are encouraged to
invest in conmercial activities (with rapid capital turnover) rather than in
production-oriented activities,
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It was with this background and the possibility of EPRP funding to cover
short-term revenue shortfalls in mind that the GRM requested, in March, 1985,
that a team of experts from the International Monetary Fund (IMF) assist the
Government in defining a specific list of tax reform measures which could be
implemented over a three~year period (1986 - 1988). Specifically, the team
was asked to: examine the tax system in Mali in the light of analyses and
recommendations made by three previous IMF missions (in 1972, 1982, and 1983);
analyze the preliminary proposals made by the working groups (internal
revenues and customs) as part of the EPRP design discussions; give its advice
on measures which could be implemented to improve the revenue yield and which
would ameliorate the revenue shortfall problem in the medium term; and
establish a plan of action citing those measures which could be implemented in
a three-year period,

An economist who is an expert on tax reform in France was in Mali as a
consultant to the EPRP design team at the same time as the IMF mission.

B. The Malian tax situation

Tax structures in Mali have been the subject of at least thrze International
Monetary Fund analyses since 1973. The Government of the Republic of Mali
(GRM) has sought IMF advice in identifying structural problems and in
identifying structural problems and in proposing various reforms, particularly
those which would aid in increasing revenues. Both the 1973 and 1981 analyses
concluded that the tax structure of Mali was generally satisfactory but that
both tax rates and tax yields could be substantially improved. Several
specl.fic actions were suggested, among them: (a) lower tax rates on business;
(b) lower general income tax rates, with a revision of the method of tax
liability calculation; (c) more effectlve efforts to combat tax evasion and
fraud; and (d) several administrative changes, particularly with regard to
granting of exemptions and collection procedures, which would improve yield.

The one immediate action taken on the basis of the 1973 recommendations was a
reduction in the minimum corporate income tax (levied on the total amount of
turnover) from 2 percent to 1 percent.

The GRM has extensively discussed and refined these analyses since the 1981
report, althcugh few specific steps have been taken toward reform, partly out
of certainty that immediate revenue shortfalls would occur if many of the
recommended changes were adopted. 1Indeed, at one point in the early 1980°'s,
the payroll tax was reduced from 15 percent to 5 percent in an effort to
stimulate employment creation but a reduction in the income tax rste enacted
shortly thereafter (for political reasons) incurred such drastic revenue
shortfalls that the payroll tax rate was immediately brought back up. More
secently, however, a consensus has developed around the point of view (a) that
th. present tax system does have a serious disincentive effect on private
sector growth and on the willingness of private sector entrepreneurs to
operate legally, and (b) that something must be done to change the situation
if a more dynamic private sector is to be encouraged and the tax base is
ultimately to be enlarged.
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The breakdown of tax collections over the years is presented in Table E-1:
Table E-1. Revenue Collection in Mali, 1977 - 84

(in millions francs CFA)

DIRECT INDIRECT CUSTOMS NONTAX

TAXES TAKES DUTIES _ REVENUES
1977 5298 3018 9794 -
1978 6201 3656 9831 -
1979 7541 5296 9938 -
1980 7090 5473 12563 -
1981 13510 5635 16338 -
1982 15880 5708 6097 -
1983 15985 7051 18149 -
1984 (est) 14671 7864 19019 2100

SOURCES: Garnier et al, IMF Report, 1981 and IMF Recent Economic
Developments, 1985,

A brief description of the principal taxes in Mali is useful to understand the
broad outlines of the system.

1. The General Income Tax

The general income tax or IGR in Mali is levied on wage and salary income and
on annual family income f'rom all sources, and accounts for between five and
ten percent of total budgetary revenue. About 90 percent of the general
income tax is withheld by employers; however, individusl businessmen must also
pay the general incore tax on their annual labor incomes. The tax is assorsed
at highly progressive rates. The top marginal rate for the ISR was about 70
percent throughout the 1970's, but it was reduced to 50 percent in 1981. The
top rate is reached at a current annual taxable income of 2 million FCFA
(about $4400). Business income of individuals is taxes at a rate of 30
percent and the net is then subject to the general income tax at progressive
rates. This has the effect of incrzasing the entrepreneurial income level
subject to the top rate to approxinately $6700. The general rate structure
for the IGR is presented in Table E-2.

Becauce the methods used to calculate taxable income allow for considerable
amcunts of deductions, however, it has been estimated that as few as 20,000
individuals actually pay any income tax. Further reform of the Tax Code in
1982 reduced the importance of the income tax compsred to other taxes on
individuals (such as the payroll tax and the poll tax). Both the payroll and
poll tax rates were increased while potential collections of income taxes were
reduced not by changing income tax rates but by increasing allowable
deductions.
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Table E-2. The General Income Tax in Malil

RRACKETS (IN FCFA) RATES (IN %)
0 - 25,000 0
25 - 100,000 8
100~ 200,000 12
200- 325,000 18
325-- 500,000 25
500~ 750,000 30
750- 1,000,000 35
1- 1,500,000 40
1.5 -2,000,000 45
Over 2,000,000 50

2. _Business Income Taxes

a. The Tax on Industrial and Commercial Profits

The tax on industrial and commercial profits, the BIC, is leviad on both
individuals in snle proprieterships and on parinerships and corporations. It
is a major business tax, accounting for between 8 and 12 percent of total
budgetary revenue. Companies are taxed at a rate of 50 percent of net income
earned in Mali; firms which are not incoporated are taxed at a rate of 30
percent; artisans, at a rate of 15 percent. Those enterprises not set up as
companies with an annual turnover of less thua 10 million FCFA (or S million
FCFA in some cases) are taxed on a flat-rate basis.

b. The Minimum BIC

A minimum profits tax is levied on all businesses, profitable or not, at a
rate of 1 percent of turnover. This is considered to be a highly unpopular
tax, particularly as it hits so directly at firms suffering short-term
reverses., Whether the tax burden is so great as to actually make a firm which
is in difficulties go under, however, is another question. The minimum BIC,
some argue, s5imply represents a fair return to the state for public services
rendered. Since the minimum BIC payment is deductible from the general BIC on
profits, companies earning profits do not incur any additicnal burden from the

turnover tax.

c. The Payroll Tax

The payroll tax must be paid by all employvers who are subject to the tax on
industcial and commercial profits. The rate is 15 percent of the wage bill.
It is a simple tax and a major revenue earner among the business taxes. While
not directly related to the payroll tax, it is useful to not that employers
must also pay several social security taxes: family allowances (80 percent
paid by the employer); sickness (2.9 percent of wages) and occupational
accidents (2.0 percent of wages); and retirement (2.4 percent of wages).
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4. The TRVM

A tax known as the IRVH is levied on dividend payments, interest-bearing
depusits, and some other interest payments. Threc rates are possible: the
standard rate is 18 percent. Bond bearers pay a special rate of 25 percent
unless they are eligible for the reduced rate of 9 percent which is applied on
bearer bonds issued by Malian comparies and on dividend distributions by all
companiies in the first 42 months of operation,

e. The tax on property

Businesses ara liable to a tax on rental income, including an imputed rental
income from corporation-occupied buildings,and to one on real estate. There
are several kinds of deducitons and exemptions, but the standard rate for
rental income is 30 percent of value and that for real estate in 20 percent.
Religious institutions pay only 0.5 percent real estate tax. This is again a
very unpopular tax as it involves u highly subjective valuation of the
occupancy value cof buildings. The GRM is reluctant to eliminate it, however,
as it the only tax levied on urban real estate.

f. The General Sales Tax, the IAS

Commercial, industrial, and craft entergrises are subject to sales taxes based
on the amount of sales, the value of service or imports, all costs and dutics
included. Importations of raw or semi-finished goods for local processing
into finished products are exsmpt as are exports, local agricultural
production, social credit operations, and printing and newspaper enterprises.
Transportation and public works pay 10 percent. The normal rate is 20

percent. The IAS accounts for the single largest tax contribution to total
revenue,

g. The business license tax, the "Patente"

Al. individuals or entities in commerce, industry, or a profession 1re<liablé l

to a business license tax. Fixed fees are established by area and type of
activity.

State enterprises are thought to be carrying lzzs than their fair burden of
taxes because they are generally unprofitable while the private sector burden
is greater. 1In 1983, the most recent year for which actual collection figures
are available, state enterprises paid 9 percent of taxes on net incomes and
profits while private sector enterprises paid 33 percent. Other enterprises,
presumably with mixed public and privatc ownership, paid 24 percent while
individusls in business paid the remaining 33 percent. Of the taxes paid on
goods and services (the IAS), state enterprises paid just cver 20 percent
while private enterprises paid more than 50 percent. Given that one of the
major criticisms of the Investment Code has beens its over-liberal but
somewhat aleatory granting of tax-exempt state and/or provision of special
vates, it would be interesting to have this breakdown refined further.
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3. Savings and Investment

While many of the business taxes mentioned above are felt to be unfavorable to
entrepreneurs wishing to save and invest, interest on government bonds,
savings in commercial banks, and interest on commercial bank loans are
specifically exempt from taxes. Gross savings and gross invastment are,
however, low in comparison to GDP; they have held steady at 6 percent and 26
percent, respectively, since 1982.

4. Elasticity of the Tax System

The ratio of tax collections to GDP over the period 1976 to 1978 rose from 15
percent to 16.4 percent. Revenue collections increased at a slightly faster
rate than growth in GDP. Over the period 1981 - 1983, however, the ratio of
revenues to GDP declined from 15.4 percent to 12.7 percent. GDP growth from
year to year exceeded growth in revenues. The IMF projects a change in the
1984 situation, that is, revenues increasing relative to GDP, but this
estimate should be treated with caution.

C. The Working Group Proposals

Upon USAID's tentative expression of interest in sssisting the Government of
Mali to undericke a tax reform oriented to stimulating long-term growth in the
private sector, the GRM launched two actioms: first, two working groups were
constituted to review again the 1981/2 IMF recommendations in light of present
experience and to make preliminary proposals as to reforms which could be
implemented if a EPRP safety net were to be available; and second, the IMF was
requested to provide a team of tax experts to update the earlier work,
consider the working groups' proposals, and recommend a course of action which
would accomplish the reform objectives sought.

In this section, the points of view expressed by the working groups (one on
Internal Revenues and ohe on Customs) and the recommendations for Program
support are summarized.

The GRM is, by and large, aware of the private sector’s point of view on
disincentive aspects of the present system of taxation if the discussions of
the working groups, which also involved private sector participants are taken
as representative . It is clear, however, that given revenue needs, the tax
administration has found itself bound into the current system.

Following the IMF analyses made in earlier years as well as the those
conducted just recently, the GRM has taken stock of the various taxes and
tariffs implemented and identified those which appear to be both amenable to
change and to promise the greatest returns in terms of relieving the imnediate
tax burden on the private sector and so stimulating greater expansion of the
tax base, increased investment in the formal private sector, and more
employment. By reducing the rates, it is argued, peoples' capacity to comply
with tax regulations is increased and incentives to evade and defraud the
system are reduced. Rate reduction, therefore, should result in a wider tax
base, over which the tax burden can be more widely shared, and need not result
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in a proportionate reduction in tax revenues. Complementary efforts must be
made, of cusurse, to bring about parallel improvements in tax assessment and
collection efforts.

The two working groups debated the priorities for reform in this framework and
came up with a list of specific tax2s which warranted changing and a list of
equipment and training needs which would permit better management of the
internal revenue and customs operations. The tax reforms proposed included:

-- taxes on internal revenue

. Reduction of the minimum tax on business income from 1 percent.to
0.25 percent of turnover;

.« Suppression of the special tax on real estate "incomes" ‘realized by
enterprises occupying their own premises;

“.« Reducing the payroll tax rate from 15 to 5 percent; and

. Increasing the allowances (deductible from business income taxes) for
amortization and renewal of equipment and material,

-- customs duties
. Revision of customs tariffs (lowering them for primary materials or
semi-finished imports and raising them for finished products
competing with local production)

. Experimental suppression of all export taxes for a period of three
years., '

In addition, the working groups suggested a number of potential aweas‘fof'thx '

revision which required further study and requested support for the ,
improvement of collection capability (through computerization, training. and
working capital --vehicles, scales, radio systems, etc.).

D. The IMF recommendations

The IMF team was, fortunately, led by Mr. Abdel-Rahman, an IMF tax specialist
who had been the leader of the 1973 “eam. He was, therefore, very familiar
with the Malian system of taxation. The team member specializing in customs
duties had been a member of the 1981 "Garnier" team and again provided
important in-depth knowledge and continuity.

The need for structural tax reform was affirmed by the IMF t2am of experts.
"During the period from 1970 to 1985, numerous modifications had been made in
tax law in Mali. The modifications were largely implemented for reasons of
expedience and were only partial in nature. They increased the complexity of
~administration and reduced the efficiency of the system as the most important
instrument of financial and budgetary policy. As a result, the system lost
its unity and acquired a character marked by anomalies and failures. The
present incoherence of the system requires a structural tax reform."%

* All quotations from this IMF draft aide-memoire of July 1, 1985 are rough
translations by USAID/Mali.
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The team warned, however, against the expectation of quick positive response
from the private sector to any reforms involving reduced tax rates or the
elimination of specific taxes as the working groups had prcposed. "“The
missidn wishes to underline that the increases in investment and employment
projected by the implementation of [a short term program of reform]) will be
slow and negligible in the first years."

The following suggestions were then made as to measures which could be adopted
in the short term by the Malian tax authorities and which, "in spite of their
partial nature, could be anticipated to open the way for later structural
reforms:"

. realignment of import turiffs (eliminating the anomalous situstiion of
raw materials and semi-finished goods being taxed at higher rates
than the finished goods of which they are part);

elimination of export taxes (as revenues are so low in comparison
with administrative costs and elimination could benefit producers);

. progressive elimination of administered prices for imports (the
valeurs mercuriales) as a step toward more realistic import tariffs
and a source of greater revenues (as present values are but a
fraction of real prices);

. retention of the 1 percent rate for the turnover tax, the "minimum
BIC" as a reduction in this rate (proposed by the working group)
wculd involve a substantial revenue loss and it represents a fair
return to the state for public services rendered to an enterprise
even if the enterprise is in financial difficulties;

. reduction of the top rate of the business income tax (the BIC) from
50 percent to 45 percent for corporations and from 30 percent ot 25
percent for individuals as a means of stimulating savings and
investment on the part of entrepreneurs who are already, by
definition, successful;

. reduction of the payroll tax from 15 percent to 7.5 percent (instead
of the 5 percent recommended by the working group), in recognition of
its importance to the creation of employment but also of its
importance in terms of revenue generation;

. allowing deductions for the amortization and replacement of capital
equipment at rates which take inflation into consideration (with the
caveat that should such savings ultimately be used for other ends,
that they should be taxed);

. the establishment of a prepayment procedure for the business income
tax (the BIC) at the stage of importation (in order toc speed up
revenue recovery, to improve the cash flow management in the
enterprises, and to strengthen the ties between customs and internal
revenues); and
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. the substitution of the taxe sur taxe methcd of tax calculation for
the base sur base method in the calculation of the genersl sales tax
(the IAS) as well as the harmonisation of internal and import tax
rates, the generalization of the system of tax credits and its
extension to equipment and materials, elimination of export taxes,
and elimination of the valeurs mercuriales as the basis for the IAS,

Some of the structural changes recommended by the IMF team were:

» reduction in the complexity of the customs tariffs (basad in part on
better statistical studies); and

. imposition of a single tax on personal incomes and a sepurate one on
corporations (again for the reduction of complexity, but also with
the idea of increasing revenue from income Laxes).

Finally, the IMF team recommended administrative measures which could be
implemented to increase the efficiency of tax administration, all including
more effective use of computer syvstems as well as improved controls and
investlgations.

E. The EPRP Consultant's Recommendations

Working from the basis of the working group proposals, the EPRP tax reform
consultant considered them in terms of the overall Program objective,
improving the climate for private sector investment and employment
generation. 1In this light, he concluded that it was essential to add some new
ideas to the proposals made by the working groups, in order to have a more
effective program and to respond to certain strategic requirements.

1. Specific Recommendations on Specific. Taxes

The following list of actions were thus suggested as worthy of EPRP support:

Retain proposals (2) and (4) made by the Tax Working Group, that is,
suppress the tax on property incomes coming from buildings actively
used in the functioning of the enterprise and extend the
deductibility of profits withheld for the replacement or
rehabilitation of plant or tools so as to allow for inflation.

. Retain the proposals of the Custowms Working Group, that is, reduce
the customs tariffs on certain primary goods and on certain
semi-finished products and suspend, for three years, all export
duties. It should be remembered that the Customs Department is still
studylng the possibility of reducing the tariff rates on a greater
number of products. Even if more proposals in this direction are
made in the coming months, they could not be taken into account
except in a later, second, tranche of the program.
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. Stretch out the timing on two other proposals made by the Tax Working
Group: instead of reducing the minimum tax on corporate income (BIC)
from one percent to 0.25 percent in the first year, go to 0.75
percent in the first year, to 0.5 percent in the second, and to 0.25
percent in the third year. Similarly,.instead of slashing the
payroll tax from 15 percent to 5 percent in one year, let it drop
successively from 12 percent to 9 percent and, finally, 5 percent.

If these reductions were programmed and announced in advance, they

would be integrated into the economic calculus of entrepreneurs and
would play a symbolic role in signaling a change in economic policy
as well as a more rapid reduction.

. Reduce to 35 percent (or, possibly, to 40 percent) the maximum rate
for the general inceme tax (IGR).

. Allow for the deduction of the tax on business income (BIC) from the
general income tax (IGR). At the time of this analysis, the
necessary informaticn to quantify the potential impact of this
measure on tax receipts was not available.

An example of the method of sequential levying of taxes currently
used in Mali is helpful in illustrating the disincentive effe~ts
which could be removed by allowing deductions of one tax from
sanother: An individual who receives 100 francs for his labor and who
finds himself in the 50 percent range of the IGR. If he invests what
remains to him after paying the IGR (or 50 francs) and if the rate of
return on this capital is 5 percent (or 2.5 francs), the yield after
taxes on corporate income (the BIC) is 1.25 (taxed at the rate of 50
percent). After payment of taxes on the income from securities
investments (at the normal rate of 18 percent), 1.025 francs will
remein, of which the general income tax will claim 50 percent. Only
0.51 francs per year will be realized from the investment.

. Allow exemption from the general income tax (IGR) that part of the
income which is saved and invested in shares of Malian enterprises or
used for the purchase and development of personal businesses. It is
obviously impossible to quantify the shortfalls incurred by such a
measure but they would probably be minimal.

According to the consultant, the importance of a reform of income taxes,
particularly those imposed on capital, cannot be overstressed. As is the case
with much tax legislation, the Malian tax system tends to favor the incomes
from labor over income from capital. This system, however, ignores a
traditional principle of economic theory, that is, the returns to cne factor
of production are even greater when the other factors of production are more
abundant. Wage-earners thus have an interest in capital accumulation being as
large as possible. The Malian government is not in a position to bring this
about on its own and, in any case, the public accumulation of capital is less
efficient than the accurulation of private capital -- but the state can avoid
the over-taxation of private capital. Two specific recommendations with
regard to reform measures following this logic were, therefore, proposed:
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. Tax rates on the income from share capital (transferable securitiec)
should be reduced. The profit of one enterprise could well be taxed
according to the BIC rate (at 50 or 30 percent), then according to
the rates of the fixed capital income tax (18.9 to 25 percent), and
then as part of the general income tax (up to 50 percent).

This multiple taxation on the same base 1s an approach hostile to savings and,
in particular, to the form of savings most favorable to development which
would permit the growth of publicly- held corporations. (It should not be
forgotten that the development of publicly-held companies fostered the
development of the West.) One could add that, from this point of view, the
suppressicn of the schedular taxes is perhaps a good idea; it would lead to
the resolution in part of problems of this type.

It should not be forgotten, either, that there is, outside of Mali, a certain
number of Malians who have access to substantial resources and who could be
tempted to repatriate them i1f they could benefit from a tax system less
disincentive than the present one.

While the necessity of reducing the maximum rate of the general income tax
(IGR) has already been noted, it might also be equally desirable to widen the
brackets of the scale. 1In reality, a substantial number of civil servants
wishing to launch a private enterprise would probably not see themaelves as
rapidly reaching the maximum rate but the widening of the brackets would
probably attract some interest.

2. Modalities of Funding Disbursement

The consultant also addressed the question of appropriate modalities for
disbursing the EPRP funds.

Two possibilites were envisaged:

First, one could decide a priori on a given allocation of funds over
the three years and calculate each in a contractual fashion; or

second, one could evaluate the shortfall realized in each year by
examining the receipts to each tax for which the rate has been
modified and provide the necessary compensation.

The first method presents several advantages: it avoids having the Treasury
finding itself in a difficult situation while waiting for the calculations of
the amount owed to be made. It ensures that the sums required would be
compatible with the total amount of funding available in the EPRP. It does
not preclude, however, corrections during the course of the year (either
modifying the proposals when one knows the results or allocating new resources
to the progrem from a second tranche).

The second method gives the Treasury more guarantees against incurring an

uncompensated risk. In the event that the growth ir the tax base is rapid,
some amount would remain available for accelerating the tax reform program or
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for other programs. But therae is also a risk thut the Treasury could find
itself in a temporarily difficult situation if the shortfalls realized were
greater chan financing available through the program.

It migh’., therefore, be prssible to think of a combination of the two methods

(a minimul allocation at the beginning of the year and a possible correction
at the end in view of <“he results actuaily realized).

3. Linkages with the GRM Personnel Reduction Program

Two reasons can be given for a recommendation to strengthen the tax reform
effort vis-a-vis the voluntary early departure program:

. First, it is apparent that there are a number of uncertainties with
regard to the latter program and it would be preferable to consider
implementing the first phase of this program in an experimental way.
If this decision is taken, more GRM funds will be available for the
tax reform program.

. Secnnd, the timing of the two programs is different, that is,

-~ The voluntary departure program will incur an high cost in the first
year (because of severance pay payment) but costs will be low in
following years (puaranteeing pensions) and the budgetary savings
will apruar automatically thereafter (econonies on salaries),

-~ By contrast, the tax reform program will immediately lead to
shortfalls; these could last several years if the growth of the tax
bare is not rapidly realized.

It is, therefore, preferable to begin the tax reform as soon as possible so as
to permit funding throughout the program. (If, as an extreme case, the
funding of thc tax reform begins only at the end of the initial period of
threzs years, Mali would be left with shortfalls impossible to finance in the
fourth year.) Further, there can be no objections to stretching out the
program of voluntary departure; indeed this would also permit more
experimentation. (It is useful to note here in passing that the SNED survey
on potential candidates motivations to join a prcgram of voluntary retirement
from the civil service -- see Annex F —- underlines the importance of taxes;
many were not ready to leave the Civil Service as long as the taxes remained
confiscatory, that is, the tax measures discussed in this Annox.)

Another difference between the programs can also be cited: the voluntary
departure program not only leads to immediate budgetary savings but these will
rest more or less constant in the future. The tax reform will only egister
increased receipts after a certain period of time (2, 3, or 4 years), but if
the new tax system provides true incentives, these surpluses will grow
constantly (corresponding to the economic growth of the country).
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The figure below illustrates these differences between the two Programs,

benefits 1/,—————”’53;/;§i;1uses

Yyl

voluntary departure program
reference point (present budget)

tax shortfalls

! ‘ time

In addition, it is desirable, for the success of the voluntary departure
program, that the civil servants benefitting from this program readily find
employment (either independent or salaried) in the private sector. This
would, of course, be easier if the tax reform had already been completed some
time ago. It would, therefore, be optimal to begin the tax reform quickly and
to postpone the voluntary departure program.

4. Complementary Proposals

The EPRP tax consultant also made several proposals which he felt should
eventually be considered in Mali, either within the structure of the present
program or in the course of a second Economic Policy Reform Program (should
such funding become available).

ZCultural" action: Some Malian leaders are of the opinion that
there 1is a serious lack of intellectual tools needed to increase

understanding of the need for liberalization. The organization of
seminacs and conferences and the distribution of documents, books,
and reviews are indispensable. The cost of these kinds of

activities is minimal, but they would have a high rate of return.

» Development of a financial market: The creation of a stock exchange
is essential for stimulating the development of corporations. It
is probably premature to look for the creation of stock exchange in
Bamako, but one could ccnsider the introduction of Malian stocks, for
example, ir au exchange in Abidjan. This would require a branch
office in Bamako to facilitate the transactions and the offerings of
the exchange. A study of this subject would be very helpful (there
is, for example, no knowledge in Bamako of the existence of such a
stock exchange in Abidjan, although there is reason to think there
must be one).
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. Creation of free zones or zones of economic liberty to demonstrate in
a concrete way the effectiveness of liberalization. One could assert
the value of such zones perhaps by noting that there is an important
movement to create free trade zones in other places and Mali has
every interest in not letting neighboring countries get ahead in this
area.

. Study of the system of property rights in Mali and necessary reforms
(legal definition of rights, sanctions, development of cadasters,
etc.)

Studies on privatization of sctivities currently implemented by the
state and other public organizations. Useful experience is being
gained elsewhere in this area, particularly in Great Britain.

This list is obviously not exhaustive, but it covers several areas which
app2ar to be useful to consider as possibilities for furthar development of
the private sector in Mali,

F. The EPRP Tax Reform Package

It is proposed here to extend EPRP support to the GRM for carrying out this
the following tax reforms over the next three years:

. Immediate reduction of the payroll tax rate from 15 percent to 7.5
percent of the total wage bill. While the rate reduction proposed by
the working group (down to 5 percent) was seen as desirable in
terms of potential for stimulating employment creaticn (especially
if phased in gradually) the magnitude of the projected revenue loss
combinad with the probability that private sector response to the
changed factor price of labor would not be fully rcalized within the
life of the Program led to agreement on the slightly higher rate
proposed by the IMF. By dropping the rate to 7.5 percent instead of
the 5 percent proposed by the working groups, the GRM will still
experience revenue shortfalls from this tax of nearly a billion FCFA
per year;

. Reduction of top marginal rates on business incomes (the BIC)
starting in 1987; a reduction from 50 to 45 percent for corporations
and from 30 to 25 percent for individuals was proposed by the IMF and
accepted by the GRM. The revenue loss is expected to be about 300
million FCFA in 1986, but the potential gain to be derived from the
increased incentives to invest (and to report profits) is felt to
justify the measure;

Reduction of the one percent turnover tax rate (also known as the
"minimum BIC") to a rate of 0.75 percent starting in 1987. A
reduction to 0.25 percent was proposed by the GRM as a candidate for
immediate action. This tax is presently levied on the total value of
turnover

106



E-15

of a firm, whether the firm realized a profit or loss. Firms which
make a profit also pay a regular corporate income tax (the BIC),
levied at a progressive rate, The "minimum BIC" is viewed as
punishing to firms in temporary difficulties and as penalizing to
firms with large turnovers and low prefit margins, although it has no
positive or negative effect on firms earning profits since it is
deducted from the amount of the BIC. The symbolic effect of a slight
reduction in the rate of the minimum BIC has been stressed by the
GRM, however, and the slight reduction has been accepted for EPRP
coverage on the condition that the top marginal rate for the BIC is
reduced at the same time; and

Realignment of customs dvties to increase incentives for local
manufacture and vrocesring is an overdue measure for reform. By
imposing higher customs tariffs on primary materials and semi-
finished goods than on imports of finished products using those
materials, Halian ertreprencurs incentives to manufacture are
dampened by unfair competition from imports. The IMF has suggested
that revision of the standard values (valeurs mercuriales) applied in
the assessment of customs duties is also overdue and, further, that
revision of these values would help to compensate for some of the
losses likely to be experienced by the realignnent of import tariffs
along the lines noted above.

A key concern in determining which specific measures to support with EPRP
financing has been to avoid reductions of taxes where there no specific
incentive effect can be identified as a likely outcome of the reduction and to
launch efforts necessary to provide the information basis for further reform
in the future.

In addition, several options which would have required substantial
adminstrative change over a very short period of time were laid aside. While
some administrative improvement is expected over the years in which EPRP
funding will be uvailable -- and, indeed, is essential to provide for overall
cecovery of revenue to pre-reform levels, it seemed unwise in the extreme to
leave the tax system with such a large shortfall a: the end of the three years
18 to leave the GRM no choice but to increase tax rates again.

’roposals from the working groups and consultants for two other tax reform
neasures were very attractive according to our principal selection criterion
-~ impact on growth prospects in the private sector -- but simply could not be
supported for lack of financing:

Reducing the rates for the tax on dividen¢ incomes (the IRVM) which
currently provides very little in the way of revenue but may be
highly disincentive to entrepreneurial investment in capital and
increased deductibility for savings intended to be used for
replacement and rehabilitaticn of capital. Both measures imply a
revenue loss for the GRM in the short run, but are felt to be
important for the longer-term investment prospects for the private
sector. The shortfall in revenues is estimated to be about 500
million FCFA per year;

. Suppression of a tax on income from enteiprise-occupied buildings,
the revenue foncier, was also proposed. This tax is baged on a
fictive evaluation of reveuue, discourages firms from investing in
occupied real estate, and is widely thought to be abused. Tt
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generates little in the way of revenue, less than 200 million FCFA
per year. Its suppression would be largely symbolic at this time,
but it might also be a stimulant to investment in fixed capital.
Largely because the effect of its removal is so uncertain, however,
it has been decided not to extend EPRP support for this measure.

In addition, the IMF and USAID experts explored the poscibilities of reducing
‘rates on the general income tax. The top marginal rate of the ganeral income
tax (IGR) was already reduced from 70 percent to 50 percent in 1982.

Two ways of effecting a further reduction in this still very high rate were
considered: (1) widening of the income tax brackets (the 50 percent rate is
applicable when annual personal income is just over the equivalent of $4000);
and (2) reducing the rates overall (say, from 50 to 35 percent).
Unfortunately, the data base did not permit detailed enough analysis of these
options to serve as the basis for a firm recommendation.

The working group which addressed customs issues proposed undertaking an
experimental suppression of all export taxes. These tuxes are often cited as
providing a disincentive to increased production in Mali and an incentive to
clandestine exports over the borders to neighboring countries. The INMF
Mission agreed with this analysis and suggested permanent removal. EPRP
resources proved to be inadequate to cover this shortfall, however, and
because the evidence on the likelihood of stimulating greater exports is so
limited and the rates applied are only in the range of one to five percent ad
valorem, it was decided not to cover revenue ilosses due to this particular
measure.

In addition, the various tax experts suggested three other areas which
required further analysis or testing before being adopted on a full-scale
basis:

revision of the general income tax (either reductior of the top
marginal rate or widening of the brackets or both);

. revision in ‘he method of computing multiple taies (changing from the
present bagse sur base to a taxe sur taxe basis); zund

. the possibility of creating duty free zones (exempt from all import
and export taxes, payroll taxes, etc.).

The revision of tax computation methods has been selected as the one with the
highest priority and will receive major attention. At this time, no revenue
shortfall is projected for the implementation of this measure so no direct
EPRP support is envisioned.

However, implementation of all these analyses requires that the Departments of
Internal Revenue and Customs be assisted toimproving their databases (through
computerization and better information management); using solid analytical
frameworks; and generally improving the quality of ctaff. It is assumed that
the International Monetary Fund is better placed to provide technical
assistance in taxation systems based on those in France than is USAID, but it
has been agreed that EPRP assistance would te useful in the area of
computerization. The d¢2tails of this support are found in Annex G. A summary
of both the shortfalls which will be covered by the EPRP funding and the
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reavenue gains which will be realized from administrative improvements and a
change in the valeurs mercuriales is presented in Table E-3,
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Table E-f, * Tax Reform: EPRP Subport Pragras

FY 1986 FY 1987 FY 1988 TOTAL

R. Rate Changes and Structural Refora Measures (Estimated Revenue Shortfalls)

Hinimue business tax rate reduction (& 0,75 %) (403) {435) k.(839)
Increased deduction for reolacement of eauipment
Reduction of rate for dividend incose

Reduction of rate for business incoae {330) {3600 . {!ﬁé@i
Reduction of payroll tax {7.5%) (9003 A972)  1,050) ‘12,9221
Elinination of exoort tax v -
Realionsent of customs rates A4252)  (755)  75S) “11,762).
Total Anticicated Revenue Shortfall 152 [(2.460) 12,8000 HR I

{FCFA millions)

Structural Changes to be studied:

Replacement of “base sur base* svstes
Single tax on revenues

B. Estisated Revenue Gains laccording to INF repert):

Prooressive elinination ot administered price: 1250f ;156 3;000‘

Fight acainst fraud 250 500 - 1,000

Advance paysent of EIC at import level - 300" 400 500

Administrative inorovenents 300 500 730
Total Anticioated Revenue Bains (FCFA -iiiioqi' 1,100 2,850 5,250 19.000°
Difterence CS2). 190 - 2,650 2,781

C. EPRF Support

Coverage of revenue shortfall {10% %, 651, 35%) 1452 1,59 910 361
{in FCFA millione) L , R

Coverage of revenue shortfall {in $ 1.S.) 2,560,000 3.553,815 2,022,481 8,135,295
Comnputerization support (in $ U.5.) S el pm . 177,519 L1519
D. Net Iwpact on GRM Reverue Ficture (FCFA million) 1,100 -1.789 . 3.560 }6;{59;

{Shartiall +

Bain + EPRP support)

= sszEEInE

Exchange rate 430 FCFA/$1
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ANNEX F
INSTITUTIONAL ANALYSIS AND BIBILIOGRAPH!

A. Introduction

The institutional overview of the Malian economy presented in this section is
important reading for those wishing to deepen their understanding of the
nature and complexity of (1) the policy and institutional constraints facing
Mali's privete sector; (2) the public sector burden on the economy; and (3)
the difficulties involved in trying to addres these interrelated problems. A
considerable amount of the material contained in the original consultant's
report: has been included in the text of the PAAD and, to conserve space, has
not been repeated here. The material below provides additional insights into
the institutional isvues which are referred to in the text of the PAAD but,
again for reasons of space, were not expanded upon fully. Copies of the
complete report may be obtained from USAID/Mali or AFR/SWA.

B. Factors Affecting the Size and Efficierncy of the State Bureaucracy

Perhaps the most significant cause of the current problems in the Malian civil
service has been the orientation of the post-secondary school system towards
public sector employment. Several factors contributed to this phenomenon:

. statist economic policies favoring the growth of the public over the ;

private sector;

. a tradition of providing scholarships for post-secondary school
students;

. the practice of automatically hiring recent graduates; and
. the sharp jump in the numbers of people attending post-secondar
educational institutions,especially since the early 1970s. ’

1. The Logic of the Policy

At independence, Mali had few university graduates. It thus was natural for
the Malian government to place a heavy emphasis on training people to £ill the
upper echelons of the state bureaucracy which had been held primarily by
French colonial officials. To speed up this process and to encourage recent
graduates to enter government service, the Malians 3et up new or expanded
existing post-secondary institutions in the country to train teachrrs,
doctors, agronomists, engineers, public administration specialists. The
Government offered scholarships to students studying at home and abroad, and
automatically hired the recent graduates to replace the French and to staff
the higher echelons of a rapidly expanding bureaucracy. As long as the
numbers were small and the needs for trained Malians high, this policy did not
pose major problems. Indeed, such a policy was a necessity in order for the
Malians to control their own state bureaucracy and reduce dependence on
expatriate technical agsistance.
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However, by the mid- 1970s, it was already clear that the situation was
beginning to get out of hand. Thus, a major study of Mali's manpower needs
for the period from 1975-1935 (Pierot, 1975) warned that the present trend, if
continued, would lead to a surplus of graduates at the higher levels. It
would also create a situation in which the ratio between higher level and
middle level civil servants would decrease from a more or less acceptable 1 to
3 ratio to a 1 to 1 ratio. Moreover, the report also noted that several areas
had already come close to being saturated, e.g, forestry and civil
engineering. Unfortunately, the government did little to heed the warnings
and the dire predictions presented in the report have become realities.

During the 1970s, one saw an explosion in the number of students attending
post-sccondary educational institutions in Mali that was accompanied by a
sharp surge in the number of high-level officials (Category A) in the Malian
Civil Service. 1In the 1970-71 school year, for example, there were only 801
students attending all higher educational institutions *n Mali and less than
350 in the Ecole Nationale d'Administration (ENA) which trained
administrators, economists, and legal specialists for the Civil Service. This
situation quickly changed. Thus, between 1973 and 1978, ENA turned cut 552
graduates. And between 1970 and 1978, the number of Category A civil servants
increased from 1,331 in 1970 to 3,243 by 1978. The trend towards more
students and more Category A civil servents has continued. Thus in 1984,
there were more than 8,700 students in post-secondary educational institutions
in Mali, a more than tenfold increase since 197¢ and nearly 6800 Category A
civil servants. Given these numbers, is is easy to see how the practice of
automatically hiring all recent graduates led to an incredibly top-heavy
bureaucracy and why that policy had to be abandoned —- as .t was in 1983.

There is some evidence that students are reluctantly beginning o adant their
aspirations to current realities. A recent survey (ENA, 1985) of ENA students
indicates that they are no longer as sanguine about getting jobs in the civil
service as in the past. Thus, the level of expectations has begun to go down
and has led many students to look outside the public sector for employment,

2. _The Heavy Burden of State Scholaiship Programs on Public Finances

From a public finance perspective, Malian students -- post-secondury and, to a
lesser extent, secondary school studen:s -- ire an incegral part ¢f Mali's
public sector. The 1984 government budget set aside of total of 2.55 billion
CFA for scholarships. This sum represented more than 10 percent «=f the total
amount earmarked for personnel expenditures (slightly more than 32 billion
francs CFA). The scholarship bill represented more than double the amount
spent on personnel expenditures for over 8100 civil servants and contractual
employees in the Ministries of Agriculture and Rural Development (now
Livestock and Natural Resources).

To date, the goverument has done little to check the growth of the scholarship
bill. On the contrary, the 1985 budget added an additional 250 million CFA
for scholarships. Why does the government maintain its generous scholarship
policies despite the country's difficult economic and financial situation?

There are several reasons underlying the continuance of government policies:
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. The students are an impurtant pressure group. In the late 1970s,
student protests over reductions in scholarships shook the
foundations of the regime. Although the government broke the strike
by closing the schools down, tie zovernment did not markedly alter
its scholarship policies. Since the 1968 military coup, the students
have been the only group to openly challesge the regime. The
government wants to keep on good terms with them.

. For the most part, secondary and post-secondary students are the
children of the Malian elite. It is obviously not in the interests of
the elite to suppress or sharply reduce the amount =f number of
scholarships for their children. To do so would mean that they would
have to bear most of the cost: of educating their children. The
parents thus also constitute an important pressure group for
mainteining the gtatus quo.

Many secondary aud most post-secondary students attend institutions
away from home. This means that they have to bear the costs of living
away from home. Becausz Mal® is one of the poorest countries in the
world, few people can afford to support their children while away at
school. To suppress tne scholarships would thus, in effect, reduce
opportunities any students who are not members of the elite have to
pet an advanced education. Still another reason for pressures to
maintain the system.

While it is clear that the present system can not be maintained very much
longew, it is uniikely that the govirnmment will move very rapidly to sharply
cut the number of scholarships. Whe would be politically risky and raise the
level of social tension in the country. The best that one cun hope for is a
gradual but steady weaning away from this practice.

3. Pruspects for Reorienting the Educational System

Reforms are needed to slow down the rate at which new post-secondary graduates
enter the labor market, to improve the quality of the new recruits entering
the civil service, tnd to reorient receat graduates towards the private
sector.

After reaching a peak of more than 2000 students in the carly 1980s, ENA has
slowly begun to reduce its numbars. This has been achieved by rejecting a
certain number of late applications and by tougher grading in final exams for
first and second year students.

A greater effort has been made to make the curriculum more relevant and plans
ar: being made to give a larger place to in-house training to upgrade the
skills of career civil servants. Thus, ENA has recently introduced a
ranagement training program s part of its curriculum. The management program
could be useful for either those choousing public or private sector employment.
This program reflects a growing awareness of the importance of preparing
people for employment in the private ag well as the public sector. ENA has
already revanped its economics section by dividing the curriculum into three
different categories: General Economics; Econcmetrics; and Planning. ENA has
also established a speclal program to expaiid its short-term programe for
career civi? servants.
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ENA is currently working to become a highly profussional public school capable
of meeting international standards. This would have tho advantage of limiting
the need to sond students abroad for advanced training. To do so would mean a
radical shift in its current orientation as EKA now acts more as an
undergraduate faculty offering general training in law, economics, and public
administration.

Unfortunately, there seems to be much less rethinking of educational
strategies amung the other post-secondary institutions in Mali. The Institut
Polytechnique Rural (IPR) at Katibougou which has been turning out more
agricultural, forestry, and livestock technicans than can be absorted
effectively in the administration would do well to follow ENA's example in
reexamining its educational mission. Efforts to control the growth of the
civil service an¢ improve the efficiency of the state bureaucracy cannot be
successful unless the issue of educational reform is addressed. And pressures
on the government to absorb the growing tide of recent graduates will not
subside until there are more opportunities for private sector employment for
the new graduates entering the labor market.

4, Limiting the Size and Scope of the Public Sector

In 1983, the Malian government began a serious effort to limit the size of the
public sector and to reduce the number of government employees. The
resolutions passed by the National Council of the UDPM in January 1983 called
on the government to reduce the number of personnel in tue Civil Service and
in state-run enterprises and to encourage the reorientation of civil servants
towards the private sector. Since then, the government has fired
approximately 1,500 employees in the state enterprise sector, put a ceiling on
the hiring of new recruits for the Civil Service, and drawn up plans to
privatize certaln functions which are now the monopoly of the public sector
(Coulibaly, 1984).

a. The Composition of the Public Sector

The public sector in Mali is not a homogenous entity. In order to get a
betier handle on understanding the issues concerning public sector employment
and privatization, it is useful to bresk down the public sector into its
various components. Public sector employment involves far more than the
number of people working in the civil sarvice. In fact, civil servants per se
constituted only slightly more than a third of all salaried employees working
in the public sector. The chart below provides a breakdown of salaried
employment in Mali ir 1981 (Lardeau, January 1985, p.29)

The table shows that the civil service is but one area in which public sector
employment can be cut. More likely areas for cutting large numbers are the
state enterprise and regior.al development orpzanizations (ODRs) where
privatization would lead to radical cuts in public sector employment. There
are also important differences in the costs to the state in salaries and
fringe benefits. The great majority of those working for state enterprises and
ODR projects are low-paid relatively unskilled employees. In the ODRs,many
are part-time or seasonal employees. On the other hand, civil servants tend
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Salaried Employees in Mali in 1981

Catepory Number % of Tutal Work Force

1. Fonctionnaires 32,080 20.56

2. Conventionnaires 15,206 9.7

Total Civil Service 47,286 30.3

3. Municipal and Communal Employees 1,000 0.6

4. State Enterprise 13,189 8.5
Employees

5. Regional Development 25,304 16.2
Organizations and Office du
Niger

6. Employees of cther State 10,900 7.0
and Parastatal Agencies

Total Public Sector 97,679 62.6

7. Organized Private Sector 17,000 10.9
Employees

8. Domestic and Informal 41,321 26.5
Sector Employees

Total Private Sector 58,321 37.4

Total Wage Employment 156,000 100.0 %

to receive a disproportionate share of the amount spent on salaries and fringe
benefits because of the top-heaviness of the civil service, i.e. a much higher
percentage of Category personnel than in the state enterprises.

b. Ceilings on Hiring in the Civil Service

1n 1983 the Malian government put a ceiling on hiring for the civil service.
While the repulations governing the recruitment of new positions in the Malian
civil service through competitive examinationz date back to 1978, these
regulations were not implemented until 1983. The current recruitment
procedures are as follows:

(1). Setting a Ceiling on New Needs

In March or April of the recruiting vear, the Ministry of Finance sets a limit
ohi the total amount of budgetary funds for the following fiscal year which can
be allcwated for filling new positions in the Civil Service, including
tentative ailocations for each ministerial department. A National Commission,
with representatives from the Presidency, the Ministry of Plan, the Ministry
of Employment and Civil Service, the Ministry of Finance, and the National
Commission on Administrative Reform, then meets to determine the number of new
posts.
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The Commission looks both at the tentative allocation and at the requests
which each department makes for new posts; these requests are supposed to be
made on the basis of a careful evaluation of departmental needs and changing
missions. The Commission appoints a subcommittee to go through the requests
and to allocate the number of posts for each Category (corps) and for the
different grades (A,B,C) within each category. The Subcommittee makes its
recommendations and sends them to the National Commission which meets in
plenary session to discuss them. The debate is usually hot and heavy as each
department fights to get its fair share of places. If the National Commission
can't come to some kind of agreement, it may take the issue to the President
and the Council of Ministers. This is done informally. In theory, the
National Commission must finish its work and set the number and kind of posts
to fill before May 31. 1In practice, however, the Commission is usually

late.

(ii). The becrees

Once the National Commission sets the number of posts needed, the Planning
Minister, the Finance Minister, and the Civil Service Minister sign a decree
which sets the number of posts to be filled by direct competitive exams
(concours) for each category of the civil service. The ball then passes to
the Ministry of Employment and Civil Service which announces the competitive
examinations including:

.  the number of places open;
. the eligibility requirements, especially diplomas needed;

. the documentation needed to apply, e.g. birth certificate, proof of
Malian nationality, copies of diplomas,etc. NB: The age limit is
between 18-30. Under certain circumstances,the maximum age limit for
a candidate can be extended to 35;

. the material to be covered in the exam and the time to be allocated
for each part of the exam;

. the automatic failurc grade, e.g. 7/20 (Sometimés a‘minimUm,
acceptance grade is also listed); and

. the deadline for exam application. The candidate is given a minimum
of one month and a maximum of two months to complete his application.
The Ministry also prepares an official communique which is broadcast
over the radio, printed in the press, and posted in various
administrative services and diplomatic missions abroad.

(iii). Direct and Professional Exams

There are two different kinds of exams: the first (concours directs) is for
new recruits who have never been in the civil service (recent graduates) and
the second (concours professionnels) is for those already in government
service who wish to advance in grade. Most of the direct exams took place in
late December; this means that recent graduates had to wait several months
after graduating hefore they could take their civil service entry exams. The
Civil Service Statute reserves 20 percent of openings in Category B for
Category C workers who pass the professional exam.

16
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Civil servants in the B hierarchy can move up to A without passing a exam if
they have the necesary diplomas, good evaluations, znd a minimum number of
years in service. This process is called voie de formation. After the
application deadline is passed, a communique is issued, including:

. list of candidates accepted to take the exams;

list of those candidates actepted with riuservation that they produce
necessary diploms or proof of having obtained the diploma;

. the list of individualz who do not have to take the exam, e.g. a
doctor or another category where credentials are in order and there
are clearly not enough candidates to fill open positicns. These are
recruited sur titr>; and

. date and place of exams.

In principle, exams must be taken within 2 months after this communique.

(iv). Preparing the Exams

The Civil Service Ministry sets the general regulations and conditions for
taking the exams to guarantee objectivity and fairness. Each corps has its
own set of exams prepared by the Ministry of National Education and of various

Technical Services. The Civil Service Agency makes arrangements for findiug
available buildings where the exams can be held. In general, the conditions
for taking the exams are not very good. Overcrowding is a problem. In

principle, exams are held in Bamako and in the regional capitals. However, in
1984, all exams were held in Bamako. This makes it more difficult for people
in the regions to take them, especially civil servar:s seeking to tske the
professional exames.

(v). The Examination Results

A special commission to supervise and correct the exams is established each
year, including representatives from the Civil Service Ministry, the National
Education Ministry; and each of the technical servlces affected by the exam.
The Commission has special eraminers to correct the exams immediately after
they are over. In 1984, the results were posted the very next day.
Condidates have the right to look at their exams in case they are not
ratisfied with the grade .

(vi). Getting in the Civil Service After Passing the Exams

In principle, after sucessfully passing their exams, the new recruits formally
enter the Civil Service starting on January 1. 1In prastice, there is urually
some delay. The new recruits must pass a probationary year in service before
gaining all the rights and the job security which being a civil servant
entails.

(vii). Changes in the System

The recruitment system has been complicated by the recent creation of the
National Youth Service (SNJ) which is controlled by the National Defense
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Ministry. Participation is, in principle, otligatory for all Malian citizens
between 18-21 years of age.

After the decrees assigning the new recruits to their respective corps and
positions, another decree is to put them at the disposition of the Minister of
National Defenue. The new civil servants are to be mixed in with other
recruits. The SNJ is responsible for housing, clothing, and feeding the
recruits and paying them a salary of 2000-2500 CFA a month,

The future role nf the new recruits in the SNJ is a big question mark.
Changes in the present system should be carefully monitored.

The system will also change once the cadres organiques are completed. At that
point, one will theoretically know exactly how many places are needed for each
corps and category in each departiient. This will reduce the amount of
negotiation among various departments concerning how many new places they
need. It will not, however, reduce the battling among departments seeling to
get their "fair share" of the funds made available for new needs.

These measures, in effect, put an end to the practice of automatically taking
new graduates intc the civil service. At the same time, the government
limited hiring of conventionnaires as replacements for those who died,
retired, or left the service.

G2reral across-the-board limits on hiring are not feasible or even desirable.
One has to make a careful analysis of the composition of the civil service and
look at the country's future needs in public services and manpower
requirements. For example, the largest single category in the Civil Service
encompasses those in education. 1In 1983, 14,502 civil rervants were listed as
working for the Nationai Education Ministry. Thus, education employees alone
accounted for more than 42 percent of the total number of people in the Civil
Service.

Given existing population trends, Mali will need to hire more and more
teachers just to maintain current rates of maintaining schoolage children in
school which are quite low (less than 20 percent). Thus, one study on
population trends in Mali predicted that Mali would need from 27,000 to 38,000
primary school teachers by the year 2000 (Futaces Group, 1983). The challenge
will be tn find the financial resources needed to provide the human

resources.

c¢. Voluntary Departure Programs

The EPRY project fits right in with the Malian governnment's new policy of
reorienting at least some of the civil servants towards the private sector.

In 1984, the government commissioned a survey to ascertain the attitudes and
expectations of Malian public sector employees towards voluntary departure
programs (Ministere du Plan, July 1984). ‘Yhe survey covered approximately a
thousand state employees. Fifty- five percent of those survey were in the
Civil Service, 15 percent in state enterprises, and 30 percent in the ODRS.
The poll conducted by the Soci:te Nationale pour les Etudes de

Develoument (SNED) worked with a representative sampling that closely reflected
the composition nf the nublic sector broken down by sex and age.
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The results provide some useful insights concerning the extent to which state
employees would consider leaving the public sector and the kinds of private
sector activities which would be the most attractive:

. The majority of people polled (65.1 percent ) had a favorable or
somewhat favorable atttitude towards private sector reconversion.
Only 7.6 percent had a totally negative view which saw the voluntary
departure program primarily as a ploy to justify putting more people
out of work.

» Of those willing to leave, about half would go if they had sufficient
capital and equipment to get started. While the other half said they
would also need major changes in government policies towards the
private sector in addition to the financial needs expressed by the
first group.

. Those most willing to leave came fror. the following categories:
education, 35.6 percent; ODRs, with the exception of the CMDT (28.8
percent); health (19.1 percent); Cutegory A civil servants with
limited responsibilities also expressed a greater desire to leave.
Older public employees were the most willing to lerve.

. Those least willing to leave were those in the financial and economic
services and those holding the higher ranking jobs in their services.
The youngest employees were the least willing to leave.

» Of those willing to leave, 47.3 percent said they wanted to go into
the agricultural sector (farming, livestock, forestry); 27.3 percent
opted for industry (bakeries, construction, processing industries,
machine repairs,etc); and 25.2 percent declared their interest in
commerca and trannport. More than 80 percent expressed a desire to go
into business with their relatives, close friends, or former
colleagues.

. Those willing to leave expressed the following preconditions for their
departure: a sizeable amount of severance pay (prime de depart); a
guarantee that those with more than 15 years of service would get
their retirement pensions; a long-term, low interest loan to get them
started in business; lowering of the tax rates on the private sector
and, a more equitable tax collection system.

The expectations as to how much capital was needed to get started varied
considerably. At the bottom end of the scale the most cited figures were 5
and 10 million CFA francs; at the medium end of the scale, the most cited
figures were 25 and 50 million CFA francs. At the top a small but significant
number said they needed anywhere from 100 million to 2 billion FCFA to launch
their tusinesses.

The resnonses to the survey suggest that the GRM voluntary departure program
is compatible with civil servants willing to leave to work in the private
sector,

The same study also rewv:aled that 44 percent of those polled carried on some
business on the side i addition to their public sector jobs. Many state
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employees stay in the public sector because of the regular paycheck,
health benefits, and pensions. At the same time, many seek to earn
additional income "moonlighting" because salaries are insufficient to
support their families.

Leaving the public sector to try one's luck in the private sector is by no
means a new phenomenon. Many of Mali's most successful contrepreneurs are
former civil servsnts. For example, the president of the Federation Nationale

des Employeurs Maliens (FNEM) worked in the government for seventeen years
before leaving the civil service to start his own business. Civil servants
have also taken leaves of absences (disponlbilite) to test the waters in the
private sector. A former agricultural official who tcok a leave of absence to
work as the Malian sales representative for a Senegal agricultural equipment
firm after his initial success left public service ard is now importing and
distributing agricultural inputs. He also plans to construct an agricultural
equipment assembly yrlant in Bamako's industrial zone.

5. Increasing the Efficiency of the Public Sector

Reducing numbars by itself will not increase the efficienzy or improve the
quAality of the public sector. There is also a need for restructiuring and
upgrading the skills of public sector employees.

a. Reducing the Top-Heaviness of the Civil Service

Since the 1970s the proportion of A category civil servents in the publie
sector in relationship to other categories have increased tremendously. As a
result, the civil service is top-heavy with with too many higher level
officials with too little to do and not enough niddle level workers to
irplement programs.

The result is that one sees mary department, division, and section heads with
few people under them. What looks impressive on an organizational chart and
in the official description of the department, division, or section's mission
is often far less impressive when one actually visits the service in question.
One thus finds many "chiefs" throughout the civil service with few "Indians".
The GRM Voluntary Early Departure program hopes to contribute to the reduction
of the top-heaviness of the civil service by placing a greater emphasis on
encouraging the A category officials to leave in its voluntary early departure
program component. Opening uvp opportunities in the private sector would also
contribute to this goal by reducing some of the pressure on the government to
hire post-gecondary school graduates who would become part of the A category.

b. Reducing the Overconcentration of Civil Servants in Bamako

Nearly 55 percent of Halian civil servanits are concentrated in Bamako. This
reflect: an unbalanced distribution of civil servants throughout the country.
Too many A category officials are working in offices in Bamako and not enough
are actually out in the field to executive policy in such fields as education,
and health. Because working conditions are poor in the field, especially in
the regions of Gao, Timbuktu, and Kuyes, officials are more reluctant to
serve there. Another factor contributing to the overconcentration of civil
servants in Bamako is the fact that many of the 18 percent of the Malian
public sector workforce ave women. Most are the wives of civil servants and
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the preference is for married couples to work in Bamako which offers better
educational and health facilities for their children.

To discourage the overconcentration of civil servants in Bamako the government
will have to improve working conaitions in the interior end perhaps offer
incentive bonuses for those serving in hardship areas.

c. Higher Selection and Promotion Criteria

Until 1983, recent graduates did not have to pass competitive exams to get
into the civil service. This practice meant that the government had to take
all comers regardless of quality. Putting a ceiling on new recruits can not
help but improve the quality of new civil service recruits. The government
can be particularly selective in areas where there is an overabunGanze of
candidates, e.g. the financial and economic services.

The quality of the civil service can also be promoted more effectively by
placing greater emphasis on performance as a criteria for promotion. Givii
service evaluations are given annually and most people more or less get
passing grades which enable them to move up in the hierarchy. Sanctions are
rarely applied for poor performance. Moreover, personal contacts also play an
important role in the promotion process as in most bureaucracies. The
government could also provide incentives for departments, divisions, and
sections to work more effectively by offering additional resources in the form
of higher salaries and more material support to reward outstanding
performance.

d. _Upgrading the Skills of Civil Servants in Government Service

In the past, high-level civil servants usually had to go abroad in order to
upgrade their skills. This was costly to the government and often disruptive
to the services where they worked. Malian post-secondary institutions offered
relativeiy few opportunities for administrators and technicians to upgrade
their skills,

The administrative reforms now in process, if they are to modernize and
streamline the public sector bureaucracy, will require the upgrading of skills
on the part of many civil servants in positions of high responsibility.

There is a special need for improving managerial skills on the part of general
administrators and techicians alike. There is also the need to learn more
about computers and computer systems. Agricultural officials in the field,
for example, also need to keep up to date about the latest agronomic research
and how it can be applied,

ENA has already taken steps to expand its training programs for career civil
servants and IPGP also trains public sector officials in management
techniques. The IPR at Katibougou would do well to provide short courses to
upgrade the technical skills of agricultural, livestock, and forestry agents
while ENSUP should provide more short-term refresher courses to improve the
quality of Malian schoolteachers.

e. Improve the Horale and the Ethics of the Civil Service

It is no secret that both morale and ethics are at low levels in the civil
service. Morale is low because salaries have nct kept up with living costs;
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salaries are often not paid on time, and officials do not have adequate
materials with which to work. Ethics are low because many civil servants,
especially for those responcible for controlling and sanctioning infractions
of government laws and regulation, have the opportunity to impose what is
known in Mali as the "taxe sauvage" on the general public.

To improve morale, salaries should be paid on time, raised to keep up with
inflations, material incentives offered to reward excellent performance, and
working conditions improved to give greater professional satisfaction. The
computerisation of salaries seems to be a positive step in the direction of
getting people paid on time. These measures might make it less *necessary"
for public officicls to resort to the "taxe sauvage".

However, human nature being what it is, one should also remove temptation by
sharply reducing and simplifying government rules and regulations affecting
the general public. The number of public officials now policing and
sanctioning violations of these rules should also be drastically cut. Among
other things, one would reduce the number of transport control check points,
adapt more realistic automobile and construction codes,eliminate most of the
regulations now governing the commerclal sector,and simplify customs and
taxation regulations. Such msasures would not only improve eth’ cs in the
public sector it would also radically decrease the kinds of transaction costs
which have hindered the development of the private sector. It might also make
the general public more law-abiding and less cynical about government.

C. Factors Affectirp Private Sector Expansion

1. 'fhe Structure of the Private Sector

Before discussing the factors affecting private sector expansion, it will be
helpful to briefly describe the various components making up the private
sector and their relative weight in the national economy (IMF, April 17,
1985) .

The primary sector (agriculture and livestock) accounted for 48.8 percent of
Mali’s GDP in 1983 which will be the base year for our analysis of the
structural composition of the econcmy. Modern agriculture, e.g. Office du
Niger and other mechanised projects, generated only 5 percent of the total
value of the primary secto. (173.8 billion CFA) while the "traditional®
agricultural sector generated 62 percent. The livestock sector made up a
third of the value of the primary sector. Revitalization of this sector which
encompasses more than 80 percent of the population is a primary precondition
for a healthy and vibrant economy. If this sector remains depressed, there
will not be enough raw materials and purchasing power generated to spark the
growth of other sectors.

Mali's secondary sector (handicrafts, energy, industries, and construction)
accounts for only 15 percent of GDP. Construction and public works account for
42 percent of the sector; energy and industries for 50 percent; and
handicrafts for 8 percent. State or mixed enterprises account for much of the
industrial sectors production. But since,the late 1970s, the resative share
of the private sector has been rising. Textiles and food processing together
make up the bulk of Mali's industrial production, hence the importance of
getting food and fiber from local production,
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The tertiary sector (transportation, commerce,and public administration)
accounts for 36.2 percent of GDP. Commerce alone generates approximately half
the value of the tertiary sector. 1In Mali, the modern commercial sector
centers around the import-export trade, urban retail activities and cereal
marketing. The "informal sector" provides a great deal of low income
employment for Malians and helps keep urban consumer prices down. One survey
taken in the late 1970s revealed that there were over 16,000 "enterprises” in
the informal sector in Bamako. The import sector is often at odds with Malian
industry because imported goods are often less expensive than locally
manufactured goods. Mali also has a dynamic “"traditional" import-sector which
usually bypasses customs relations. Cattle is the main export. "Traditional®
commerce and the informal sector together constitute a very large underground
economy.

As we have seen earlier, civil servants and recent post-secondary school
graduates interested in the private sector have expressed interest in all the
major sectors of the economy. However, they are primarily interested in
working in the modern sectors of the economy rather than in traditional
agriculture and commerce and handicrafts. Thus, most. of the civil servants
and recent graduates oriented towards private sector activities in
agriculture and livestock are thinking in terms of establishin: modern
operations. They want to use modern equipment--motorpumps, tractors,
fertilizer, etc. and to have relatively large farms. Those interested in
livestock think primarily in terms of producing meat for urban markets via
modern cattle feeding techniques. Those oriented towards industry want to
start bakeries and other small-scale processing industries. Finally, those
interested in the tertiary sector look towards the modern import-export iiade
yhotels, and urban transport.

2. Institutional Constraints to Private Sector Expausion

Institutional comstraints comprisc some of the major factors blocking the
development of the private sector in Mali. Thesge include the following:

a._Overcentralized Decision-making

Mali is a highly centralized society where major and even relatively minor
decisions affecting the economy have to be approved at the highest political
level. There is very little delegation of authority to the different
ministries. Practically every proposal has to go through clhiannels and wind up
in the Council of Ministers for approval. Companies applying for tax
exemptions under the irvestment code have to be approved by the Council of
Ministers. Changes in official price regulations have to be approved by the
Council of Ministers. This cumbersome overcentralized decision-making process
has several negative effects. Tt delays the moment when new businesses can
contribute to the ecoriomy. It increases the ccsts of starting up new
businesses. And it often encourages businessmen to bribe officials to see
that their projects move through channels more rapidly and get approved at the
highest levels. 1In short, transactions costs are high and discourages private
initiative. Overcentralization also makes it difficult for the government to
respond quickly to changing economic conditions. This is especially true in
the area of pricing policies.
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Overcentralization also markedly slows down the pace at which reform can
proceed. It can take months if not years for the President and the Council of
Ministers to approve legislation and reforms drawn up by different

ministries. Thus, the new Commercial Code has been waiting for official
approval for more than two years. The Council of Ministers simply has too
many items on its agenda to deal with them expeditiously.

b. State Monopolies and Preferential Treatment for State Enterprises

One of the major reasons for the inefficiency of many of Mali's state
enterprises is. their monopoly position in the economy and the preferential
treatment they get in terms of tarlff regulations, tax exemptions, and special
access to credit. As a result, state enterprises do not have to be
competitive. For example, the Malian textile industry might be more efficient
if it knew that it had to compete on an equal footing with Sengalese and
Ivorian textile imports. When state enterprises incur losses, they can
usually count on the government to bail them cut. There is alsc litile
recourse for private suppliers when the state enterprises can not pay their
bills. The state enterprises also siphon off a disproportionate share of the
funds from the Malian Development Bark and leave little to finance private
sector expansion and new eaterpriscs.

Preferential treatment for state companies also discourages the development of
privete firms and healthy competition. For example, in 1981, the government
decided tu give the state insurance company the monopoly for all state
enterprise insurance needs. This put La Soutra, a budding Malian private
firm, in considerable difficulty beocause the decision suddenly took away an
important share of La Soutra's business.

¢. Cumbersome and Burdensome State Regulations

The Malian economy is clearly overregulated. The government hand is
everywhere. The government regulates prices, imposes quotas on foreign trade,
maintains an archaic and inefficient customs system, and makes it difficult
for even the smallest businessmen to get licenses. The rules and regulations
are often complex and little understood by the general public. This makes the
general public subject to abuse by unscrupulous government officials through
the "taxe sauvage". Complying with these rules takes a considerable amount of
time and energy and raises the cost of doing business by delaying
transactions. Non-compliance with the rules leads to fines and sanctions and
greater temptations for private individuals and businessmen to bribe officials
enforcing the rules to avoid the penalties.

d. A Confiscatory Taxation System

Mali's tax system has been widely criticized by Malians both in government and
in the private sector as one of the major factors stifling the development of
private initiative in Mali. (For a detailed analysis of Mali's tax system,
see Annex E). Some of the weakest features of the system can be summarized as
follows:

a payroll tax of 15 percent on all employees which discourages the
hiring of more personnel. ‘
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. 8 1 percent tax on the total volume of business even when the company
is losing money. This imposes a heavy burden on businesses having a
poor Yyear.

. confiscatory tax rates which encourages massive tax fraud aud evasion
and makes it difficult for even successful firms to make enough
profits to plow back into their businesses to spur further
expansion.

. Heavy taxes on income from floating capital which discourages national
savings.

« Overly generous long term tax exemptions for large-scale private firms
covered by the investment code which deprives the state of tax revenue

and puts a heavier burden on the rest of the private sector.

High real estate and rental taxes which discourage the construction
industry.

e, The Orientation of the Banking System Towards Public Sector Activity
and Short-Term Profits

The banking sector in Mali is dominated by the state-run Malian Development
Bank (BDM). The BDM clearly extends preferential treatment to state
enterprises and channels credit and funds in directions deemed desireable by
the government. This often leads to unsound banking practices, e.g.
continuing to give credit to deficit state enteprises with little prospect of
ever repaying their loans.

nother wenkness of the banking sector is the reluctance of Mali's banks to
offer medium and long-term loans at reasonable rates to finance business
investment and expunsion. This is one of the major grievances expressed by
Malians in the modern private sector. (For a more detailed analysis of the
structure and problems of Yali's banking sector, see the credit/banking notes
in Annex H).

f. The Court System

Although the Malian constitution provides for a modern court system, Malians
rarely use the courts to resolve their conflicts with other individuals,
businesses, and the state. Most disputes are settled through negotiating and
bargaining between the concerned parties.

The absence of a functioning court system to enforce property rights and to
protect individuals and corporations against the violation of contractual
arrangements by one of the concerned parties makes business deals much more
risky and raises transaction costs. Moreover, there is no specialized court
(tribunal) to deal with commercial matters. And there are not enough trained
personnel available to staff such a court and to provide legal services for
those wishing to go to court to resolve their problems.

The non-enforcement of laws designed to protect people against embezzlement,
fraud, and non-payment for services hinders the development of a medern
economy based on the rule of law.
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3. Measures to Produce a Better Climate for Private Sector Expansion

Much can be done to reduce or eliminate the many of the institutional
constraints cited above to spur the development of the private sector. The
EPRP project can make a significant contribution tc this end by oncouraging
and supporting government efforts to make needed institutional reforms.

a. The Grievances of the Private Sector

A study commissioned by the government in 1984 (Ministere du Plan, July 1984)
made a detailed anzlysis of the problems and grievsnces of different
components of the private sector. It would be useful .o summarize some of the
issues and grievances presented by the diverse associations aifiliated with
the Federation Nationale des Employeurs Maliens (FNEM) which was created in
1980 to represent Malian Employers.

Industry: Industrialists complained about the slowness of the
licensing process (agrement) which increased the cost of equipment and
construction becauce of inflation; the unwillingness of the banks to
offer medium and long term loans to finance the industrial sector; the
high tax burden; the irregular supply of electricity which adversely
affected production; and the lack of sufficient protection for local
industries because of the granting of import licenses.

The industrialists called for measures to consolidate taxes over
longer periods of time, more credit from the banks, lower energy rates
for industry in line with those in other countries;greater protection
of local industry; renewed tax ~dvantages for thogze covered by
investment code; the creation of a Ministry of Commerce and Industry
and changes in the composition of the Natioral Investment Commission.

GCommerce: The modern commercial sector repcesentatives complained
about the absence of a coherent government policy towards trade; the
"unfair" competition of the dishonest merchants who did not pay their
taxes; too high and too many taxes; and restrictive state licensing
and regulatory practices.

To remedy the situation, they proposed stricter application of the law
in dealing with smugglers and tax evader; the elimination of the
montkly declaration of stockes and setting of profit margias; simplify
access to import licenses; eliminate m' ay of the customs texes;
simplify customs procedures; and eliminate indirect taxation.

Transport and Transit: Transporters and transitaires cnmplained about
poor roads; the difficulties of getting a professional license; the
inad.juate transport rates which had not been raised since 1981;
sharply increased taxes; the confiscatory nature of fixed corporate
taxes; the cumbersome customs and police formalities; the
exhorbitant number of control posts;irregularities and abuses in
dealing with infractions; the nonpayment of the government of its
bills ; and the requisition by the state of private vehicles to deal
with shortages.
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To improve the situation, they recommw.ded raising the transport rates
per kilometer (TKM);give transporters a greater voice in setting rates;
reduce the number of control points: reduce taxes directly affecting the
transport profession- e.g. vignettes, carte de transperteur, and patente;
encourage the establishment of urban and inter-urban taxi and bus
companies; and a dowaward revigion of customs duties on trucks in line
with those in neighboring countries.

Construction and public works: Representatives of this sector
complained about the lack of a national policy to promote Malian
construction firms; the fact that there were no Malian enterprises
capable uf dolng large-scale construction work; and the depressed
state of the comstruction industry.

To remedy the situation, they wanted the government to accord a 10
percent preferential rate to national firms over firms based outside
of Mali in granting state contracts; institute a moratorium on
interest payments in case of delays in their getting paid; revise
rates to take into consideration unavoidable delays; and private
sector representation in commissions responsible for controling
competitive bidding.

It is interesting tc note that there was general agreement in tre private
sector abcut the need to lower taxes, reduce cumbersome regulations, and give
the privato sector a greater voice in decisions concerning the national
economy. On the other hand, one also saw a tendency for each of tr- concerned
sectors to request some preferential treatment from the state, e.g., protect
local industries, favored treatment for Malian construction firms, state
crackdowns on "unfair" competitors, etc. If the Malian government introduced
all the requesied measures, one would see the loss of much of the state's tax
revenue. And while there may be some mewit to preferential treatment for
"infant industries", this could dampen competiticn and prevent the entry of
new entrepreneurs into the private sector.

b. Tax Reform

One of the keys to private sector expansion lies in the area of tax reform.
There is nearly unanimous sgreement or the need for tax reform. The EPRP's
contribution to helping the Malian government take immediate measures to
reduce taxes to stimulate the economy by offering to compensate the government
for part of the tax losses incurred during the early phases of tax reform is
discussed in some detail in Annex E. The IMF is also supporting these efforts
and recommending a tax reform program that will made a judicious balance
between the government's need for revenue and the private sector's need for
tax relief.

¢. Priciny Policy and Foreign Trade %Sepulation Reforms

Two areas in which one can expect to see considerable movement in the
direction of reform fairly soon is in the area of pricing policies and the
regulation of foreign trade. Top officials within the Direction Nationale des
Affaires Economiques (DNAE) have been pushing liberalization measures. Their
efforts which have been resisted because of the government's reluctance to
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loosen its grip on pricing and fereign trade controis seem ready to bear
fruit. On May 27,1985, the Council of Ministers approved legislation
liberalizing foreign trade regulations, and the Council of Ministers is
expected to approve legislation further 1iberalizing pricing policies within
the next few weeks.

Many of the restrictive pricing and foreign trade controls were introduced in
the 1940s and have undergone little revision since. Since the government
announced its intention to lihberalize the economy in the early 1980s, the
foreign trade division within the DNAE has pushed for foreign trade
liberalization. The current system operales under rules established under
Decret 92/FG/RM du 27 juin 1977 (Ministere des Finances, 1977). %he guiding
principle was that the state would regulate and set quotas on foreign trade
products except for certain items. The new legislation proposes that the
principle be reversed. Thus the new legislation begins by stating that all
fereign trade is free except for those items which the government designates
as important to the national economy. Having stated this, the rest of the
legislation lists all the areas and conditions under which the goveirment can
set quotas and regular. The legislation gives the government the authority to
control fcreign trade as in the past. But to actually do so would violate the
spirit of the law which is foreign trade liberalization. The final
legislation is a compromise between those seeling to maintain the state s hold
over foreign trade and those promoting liberalization. The legislation just
approved by the Council of Ministers is more liberal in tone than that found
in the annexes of the proposed Code de Commerce.

The main provisions of the new foreign trade include the following:

brings together various bits of 0ld regulations from French colonial
decrees to the 1977 legisla*icn snd revises them to make them more in
line with the government s new liberalization policies.

. lightens administrative formalities by reducing the number of forms to
fill out.

. makes it easier to change quotas by having these decisions taken at
the level of the Ministry of Commerce rather than waiting for «pproval
by the Council of Ministers.

. tries to make rules more in conformity with those practiced by Mali s
neighbors.

. rationalizes the classification system for foreign products and
categories and prepares the groundwork for computerization of data.

In 1981 the government began to liberalize its pricing policies by
liberalizing the cereals trade. The new rricing legislation about to be
approved represents another step in the right direction. (Martinez,1984). One
of the most striking anomalies and one that has been particularly harmful to
local industries is the practice of limiting profit margins on industrial
goods to 11.11 percent which dates back to French colonial days when the
French wished to promote French imports to tne colonies. The 11.11 percent
industrial profit margin compares with the 20-40 peicent allowed for imported
goods. Halian industrialists have been lobtbying to get the government to
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raise the legal profit margin. They also want moce protection since
raising profit margins and ,hence, prices might make their products
less coumpetitive with foreign imports.

While it is unlikely that the government will totelly renounce its authority
to regulate profit margins and prices, it may be willing to increase legal
profit margins and to sharply reduce the number of iteins under price control.
The proposed pricing regulation about to be approve is again a compromise
between total stute control and total liberalisation. While giving the state
leeway to set prices on all products under certain conditions, the principle
is, nevertheless, established that certain kinds of products should be free to
reach its own price level.

Products come under three distinct types of foreign trade and pricing
categories. The first concerns luxury products which are not in competition
with local industry. These can be easily liberalized. The second concerns
prices of non-essential goods which are in competition with iocal
production. Here the government in its desire to hold down prices may be in
conflict with the local industrialists who will want higher profit margins and
protection from lower priced foreign goods.

The third category concerns basic consumer commodities-- rice, bread, cooking
oil, etc. This is the area in which the government is least likely to
renounce its right to control prices. In the past, the government has been
reluctant to raise producer prices for agricultural commodities. Official
cereal prices were thus kept low to keep urban food bills down. Since 1981
the government has begun to liberalize its pricing prices in cereals marketing
and to raise producers prices to provide more incentives for rural
populations. The most likely path to reform to be taken by the government is
a step-by-step liberalization process starting with the non-essanrtial and
non-competitive goods.

Setting price margins has less efffect on final prices than it does in
squeezing producer profit margins. The higher margins granted to importers
explains why the commercial sector is no* as enthusiastic about getting rid of
thomologation? as the industrialists. Low agricultural prices also benefit
the middleman since he is entitled to fairly lucrative profit margins and has
benefitted from the liberalisation of the cereals trade. Pricing policies and
foreign trade controls are closely interrelated because import: are the
dominant factor determining domestic prices (Martinez,1984). While price
homologation doesnt affect pricing levels that much it does add to the cost of
doing business by creating a heavy bureaucratic apparatus. To sum up, the
upcoming measures to change the present price and foreign trade controls are a
definite step forward in reducing distortions in the pricing system and in
preparing the Malian economy to become more competitive.

4. Implementing the New Commercial Code

L new Commercial Code has been in the making for several years (Huyard, n.d.)
and is slated to be approved by the Council of Ministers in mid-July.

There was clearly a need to establish a coherent Cocmmercial Code because
Malian business law ccnsisted of a hodgepodge of old French and Malian texts
which wera not at all adapted to present day realities. The French texts
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were the same ones introduced during the colonial period. Since
independence, the Malians have added regulations here and changed
regulations there in a very unsystematic matters, thus making it difficult for
the business community to keep up with changes. The new Commercial Code thus
represents an effort to update and symstematize Malian business law and to
make it more accessible to the business community. It was drawn up by a
Commission which held 92 meetings between January 1981 and June 1982,

Although ths Commission was Jdominated by representatives of state agencies,
the Chamber of Commerce also was present to express the views of the private
sector.

The Commercial Code‘’s guiding principle is "not to try to prevent that which
is unpreventable". The o0ld legislation was extremely rigid and
unenforceable. For examplz2, legislation concerning bankruptcy was severe, but
also rarely applied. It also made it very difficult for merhcants to get
approved licenses (agrement) to do business. The result was a r.markablly
large number of businessmen operating without licenses and the bribing of
officials to get licenses without having to go through all the formalities and
paying the full costs of acquiring their business permits.

The Conmercial Code thus provides the legcl framework needed to promote a
modern private sector based on the rule of law. It represents a sharp
departure from the past and represents more a vision of the future than
sometbing that can be rapidly implemented. Although it is more coherent than
the older business law regulations, it will still be largely unaccessible to
the average Malian. It will b: extremely helpful to the small Malian business
who will be exempted from many of the restrictions and charges which plagued
him in the past. It will also make it easier for businessmen to establish
corporations and move beyond single proprietorship business.

On the other hand, the Commercial Code will not contribute to any major
axpansion of the private sector in the short run. Representatives of the
Malian business industry insisied that tax reform and changos in pricing and
foreign trade regulations would have a much greater effect in stimulating the
private sector. Some also said that the Code was too abstract and legalistic
to be understood and, hence, would take a long time to become fully
assimilsted by the Malian business community and an importani tool for doing
business.

5. Reorientation of the Banking Sector Towards More Productive and Longer—Term ,

Investments

The Malian banking sector is characterised by the domination of the state
banks and the unwillingness of most banks to offer medium and long-term loans
to the private sector. The Malian banking sector would be healthier if the
private banking system increased its relative weight vis-a-vis the state
banking sector which is still largely the prisoner of the state. While the
government is planning to upgrade the management of the BDM, the BDM s
problems are more political than technical. Channeling more foreign aid funds
through private banks might stimulate more competition and provide more
capital to be recycled towards the private sector.

One of the main recommendations coming out of a June 1985 Colloque sponsored
by the Malian government on the subject of how to reduce unemployment called
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on the government to require the bank: to allocate 30 percent of its loans
for medium and long-term productive investments. This resolution once again
indicates the tendency of the private sector to call upon the state for
assistance. One of the main problems facing the banking sector if it is to
move towards complying with this reccmmendation is how to ascertain the
creditworthiness of small and medium scale enterprises clamoring for loans.
Without some guarantees, loans to the private sector may wurn ou: as badly as
loans in the past to the public sector.

6. Strenpthening Private Sector Associations

In the past, the Malian government has thwarted the development of an
organized private sector capable of defending its interests. Representatives
from tber private sector should have a greater voice in decisions affecting
the national economy. There is some evidence that the government has recently
been paying more attention to the views of Mali's business commutdity.

Howevar, there still is a tendency for the government to want to controi the
professional business associations.

There are two major organizations speaking for the business community in Mali:
the Chanber of Commerce and the Wational Federation of HMalian Emp loyees
(FNEM) .

The Chamber of Commerce which, because of its status as an etablissement
public, still remains a quasi governmental agency despite its formal mission
of representing the intarests of the business community. The Charher of
Commerce has two main sections, one for industry and one for comnerce. The
commercial section tends to represent the old-style Malian businessmen; the
industrial section reflects more the views of the modern Malian busineseman
and the state enterprise sector. The Chamber also has branches in the
regional capitals. Most of the Chamber's work is conducted in the capital.
It sends representatives to most national economic commissions.

There is currently an effort to modernize the Chamber and to provide a more
solid financial basic for evpanding its activities. There is much that can be
done in the area of training people for business and in disseminating economic
and financial information to the business community. The Peace Corps, for
example has run 2 very popular program on manezgement and business law in Segou
and Sikasso. The business law courses were particularly popular and
demonstrated that Malian businessmen are interested in learning more about the
rules of the game. Plans are now being made to expand the Peace Corps
training programs.

The Chamber of Commerce still has little credibility among the more
cophisticated members of Mali s modern husiness community because it is seen
as being primarily a state organ rather than a truly independent
representative and defender of the private sector.

The FNEM is a much newer institution. It was created in 1980 at the request
of the government which ne=ded a national federation of employers to represent
Mali's private secter in the International Lebor Organization in Geneva. The
Federation is comprised of ten professional associations representing all the
major branches of the economy with the exception of baiiking and insurance and
agriculture. 1In the future, it will clearly overshadow the Chamber of
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Commerce as an authentlc voice for the private sector.

In the past few years since the introduction of liberalization policies, one
has seen a sharp rise in the number of groups organizing within the private
sector to disseminate information and to defend their group s interests
vis-a-vis the state. The development of these groups respresent a potentially
powerful force in prodding the government towards further liberalization of
the =conomy. These groups are also more geared towards the future. Their
leaders are generally younger and better educated than those running the
Chamber of Chamber. The emergence of autonomous professional business
associations is definitely a positive factor contributing to the development
of the private sector.

7. The Need for an Informed Public

For the institutional reforms mentioned above to have a more powerful effect,
it will be necessary to make the changes now in process known to the state
bureaucracy, the business community and the general public. Thus changes
concerning pricing and foreign trade regulations should be widely diffused.
In a similar manner. the business community should be made aware of their new
rights and obligations and the implications of the Commercial Code in ‘
affecting the way in whicl: they will do business in the future.
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EPRP BIBLIOGRAPHY

A. General Reference Doouments for Malian Civil Service

1. CNRA. Recueil des Textes Relatifs a 1'Organisation Administrative de
la Republique du Mali. Bamako,1982.

Contains laws, decrees, etc. pertaining to organization of territorial
administration.

%% 2, CNRA. Recueil des Toxtes Statutaires de la Fonction Publique
Malienne. Bamako, 1981.

[

Crucial document. Contains all you want to know about general statute,
resignation procedures, recruitment mechanisms, promotions, sanctions,
retirement, etc. Also contains statutes for magistrates.

3. CNRA. Recueil des Organigrammes des Services Centraux. Bamako,
December 1982.

Provides organizational charts for all Ministries. Breaks down
Directions into component parts. Valid until end of 1982. Doesnt account for
major changes at end of 1984. But it doesn help one find out who does what.

4. CNRA. References Juridiques des Services Publics du Mali,
Bamako, December 1982,

Used to locate lois, ordonannces, decrets, and arretes relating to
different government services. Useful ‘o trace history of a particular
service and the rules defining its mission. Once appropriate reference is
found, one turns to Journal Officiel for complete text.

5. CNRA. Repertoire des Organismes Personalises du Mali. Bamako, December
1982.

List names and postal addresses of all services, etablissements publics,
and mixed societies under state control or tutelage. It also includes
profiles of state enterprises, e.g. date of creation, number of employees,
soclial capital, main functions,telephone numbers, etc.

6. Ministere de la Justice, Bureau d'Ctudes et de Legislation. Repertoire
Alphabetique des ‘fextes Legislatifs et Reglementaire de la Republique du Mali.

Bamako, 1982, several volumes.

Goes through different ministries in alphabetical order and breaks down all
legislation and regulations pertaining to that ministry . For example, you can
look under Fonction Publique to get all legislation referring to F.P.

7. Mir'stere de la Justice. Recueil des Codes et Textes Usuels de la
Republique du Mali (1959-1982). Bamako, n.d.

References to main body of codes, Commercial,Family, Associations,
Penal,eten, N
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8. Kepublique du Mali. Journal Officiel.

Goes back to 1960. Irregular since late 1970s. However, it is still being
published. Note: In principle, all legislation has to be published in J.O.

These basic documents can all be found in the Commission Nationale de Reforme
Administrativre (CNRA) Bibliothegue.

B. Fonction Publique

1.C.N.R.A. Apercu _et Evolution des Bffectifs de la . Fonctiog Publique,
1975-1980. Bamako, December 1981.

Traces rapid growth of numbers in civil service and breaks theses down by
corps and category.

2. JOUVE, Edouard. La Republique du Mali. Paris:Berger-Levrault, 1974.

Provides detailed analysis oi of Malian constitution, legal systaom.
Valuable appendices tracing basic text affecting economy and the civil service
from 1959 to 1973.

3. Ministere Charge du Developpement Rural. Note sur la Privatisation de la
Medicine et de la Chirurgie Veterinaires. Bamako: June 1984,

Proposal to liberalize veterinarian profession. Discusses obstacles and
makes suggestions as to how to overcome them.

4 .PAVEZ, Jorge . Note tochnique sur 1'operation "Elaboration des Cadres
Organigues". Bamako: CNRA, January 1985. :

Describes process for establisting job descriptions.

5. PAVEZ, Jorge and Marc Van Wymeersch. Etude Comparative Relative aux
Cellules Administratives et Financieres. Bamako: CNRA, November 1983,

Analysis of CAF system.

6. PIEROT, Robert. L'Administration Malienne. Paris:Berger-Levrault, 1981.

Provides extremely detailed description of organization of Malian civil
service and evolution from 1956 to 1978. Very useful in complementing Recueil
of basic civil servicetexts.

7. STOOP, Patrick and Charles Tonglet. Automatisation des Salaires du
Personnel de 1'Ktat. Bamako: CNRA, May, 1985.

Important document. Describes process for controle physique of civil
servants and detailed timetable for finishing various stages of the
operation.
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8. de WEERD, Guido. Apercu de 1'Assistance des Nations Unies a la Reforme

Administrative du Mali, 1973-1983, Bamako: November 1983.

iraces UNDP asslstance to administrative reform program and the status of
different kinds of reform in 1982 and prospects for future.

C. Educational and Training Institutions and Policies

1, American Ort Federation. Survey of Vocational Training and Technical
Education in Mali. Washington D.C.: ICA, 1961.

Report highlights exceptionally low educational base at independence
~- 350 students in higher education, 850 secondary school students, 60,000
primary school students.

<. ENA. Etude-Diagnostique sur la situation Actuelia de 1'Ecole Nationale
d'Administration. Bamako: January 1985.

Prepared by ENA-CNRA study group. Contains valuable information concerning
evolution in numbers, student and professor attitudes towards ENA, prospects
for future,number of students passing exams, discussion of mission of three
main divisions, recommendations for reform, etc.

3. GUEDJ, Pierra. "Economie et Planification de 1'Education”, Revue
Malienne de Sciences Administratives Economiques et Juridiques, Etudes et
Documents No. 1, (1983), 115-152.

Study by ENA professor. Discusses lack of educational planning and pcor
employment prospects for future.

4. MIKULOWSKI, Wiltold. Diagnostique et Propositions de Reformes de
1'E.N.A. de Bamako. Bamako, Nov.l5-December 15,1684,

Proposes sweeping reforms, radical reduction in rumber of students.
Transforration into more specialized and professionalized school. More
emphasis on training career civil servants. ENA to merge with IPGP and other
higher education centers. University to siphon off generalists. Still public
sector-oriented.

5. Ministere de 1'Education Nationale,Bureau des Projets Education.
L'Education au Mali. Problemes, Perspectives, et Priorites. Bamako, May
1982,

Projects growing gap between numbers being turned out ané number cf cadres
actually needed.

6. Ministere de 1'Education Nationale. Direction Nationale de la
Planification et de 1'Equipement Scolaire. Universite de Mali. Note de
Pre3entation.

Gives basic details about propcsed project to create new University which
would take some of pressure off of professional schools. Branch to be put in
Kayes,
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7. PIEROT, Robert . Rapport de Mission du Consultant Dans le Domaine de la
Formation et du Perfectionnement des Cadres Administratifs. Bamako:
Nov.10-Dec.27, 1975.

Report warns of what would happen if one continued to maintain trend of
expanding number of students, e.g. imbalances between A, B, and C categories
too many people to be absorbed by public sector,etc. He was righi!.

8. ROSSIGNOL, Jean-Marie. Missio. d'Evaluation_Aupres de 1'Ecole Nationale
d'Administration de la Republique du Mali. Ouverture aux Actions de
Perfectionnement en Cours d'Emploi. Paris: Institut International
d'Administration Publique, December 1984,

Focuses on issue of orienting ENA towards providing more training for
career civil servants. Some of his recommendations already adapted by ENA. His
study complements that of Hikulowski who proposzs even more sweeping reforms.

D. Employment Policies and Prospects

1.BESSAT, Colette, Igor Karmiloff, and Jose Trouve. Le Developpement de
1'Emploi su Mali. Bamako: PNUD, October-November 1984.

Describes composition cf mcdern salaried work force and proposals for
improving employment opportunities.

2. Gouvernement du Mali/Fondation Friedrich Ebert. Rapport de Synthese du
Colloque National sur la Reduction du Chomage au Mali, June 17-19,1985.
Bamako, June 1985.

Contains recommendations of colloque to reduce unemployment. Calls for
population policy, lower taxes, more flexible terms for bank loans ,
simplification of administrative procedures and other measures much in line
with EPRP approach.

3. LARDEAU, Leenhardt, Martin, and Thibault. L'Emploi et les Salaires dans
la Fonction Publique. Bamako:SEDES,January 1985.

Compares salaries in public sector with those in the private sector. Also
looks at relative fringe benefits in both sectors.

5. Ministere du Plan. Evolution des Activites du Secteur Economique
Organise d'Apres les Resultats des Enquetes Aupres des Enterprises, 1968-1974.
Bamako: Service de la Statistique Generale de la Comptabilite Economique et de
la Mecanographie, December 1976,

Contains much useful data concerning evoluton of employment in private and
state enterprise sector. Indicates that most new jobs in this period created
in private industrial sector.

5. Ministere du Plan. Projet Formation Emploi: Enquete de Motivation.
Bamako: SNED, July 1984,

Contains survey of civil servant atttitudes towards leaving government to
work in private sector. Shows which categories are most likely to want to
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leave and which areas in the private sector are most appealing to them. Very
suggestive for GRM volurtary early departure program.

6. Ministere du Plan. Projet pour 1l'Installation des Nouveaux Diplomes.
Bamako: Octoher 1933,

Proposals to place recent graduates in private sector. Heavily nriented
towards agriculture. Project asks for very large sums of money to finance
establishment of relatively large-scale modern farms.

7.PNUD. Approche des Revenus et du Pcuvoir d'Achat de la Population
Malienne. Bamake: December 1984,

Study shows deterioration in real wages and living standards.

E. Economic and Finaucial Institutions and Policy Reforms

1. BIRY, Yves. Propositions de Lignes d'Action en Matiere de Revisions des

Marges Industrielles et Commerciales et de Specialisation du Commerce.
Bamako: CNUCED, June 1984.

Shows how past profit margins discouraged local production and favored

imports. Suggests guidelines for permitting higher profit margins for certain

goods and products.

2.CHAUSSARD, Pierre. Le System Malien d'Information sur le Commerce
Exterieur, Analyse et Propositions. Bamako: CNUCED, June 1982.

Provides a great deal of genoral information on Malian foreign trade
regulations and record keeping.

3. CHAUSSARD, Pierre. Rapport sur 1'Approvisionnement dos Unites
Industrielles au Mali. Bamako: CNUCED, March 1984,

Lists obstacles to supplying local industries with raw and semi-finished
materials. Notes that higher duties on raw materials makes finished products
cheaper to import.

4. CNUCED. Propositions Concernant la Politique Commerciale, la
Reorganisaiion du Marche Interieur et la Promotion du Commerce Exterieur du
Mali a 1'Intention de M. le Ministre charge de 1'Economie et du Plan. Bamako:
September 1982.

Contains analysis and basic propositions for commercial reforms with all
the bows to official government policy.

5. DIARRA, Fadio. Rapport sur la Fiscalite des Affaires au Mali. Bamako:
CNUCED, August 1982.

Detailed descriptive analysis of various taxes affecting business
activities.

6. GARNIER, J.F. et al. Mali: The Present Tax Situation- Problems and
Proposed Adjustments. IMF: May 19, 1981.
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Builds largely on Abdel-Rahman 1974 report. Tax system still hasnt changed
much since 1981 and IMF team is out here again to make more or less the same
recommendations as in past.

7. HUYARD, J.P. Avant-Projet de Rapport de Presentation du Code de
Commerce. Bamako. Ministere du Plan, n.d.

Lays out reasons for elaborating a Code de Commerce and provides a summary
of its main provisions,

8. MARTINEZ, Alberto. Le Systeme de Prix et iLes Effets des Modification
des Repgimes et des Marges de Prix au Mali. Bamako: CNUCED, Sept-Nov. 1984.

Very detailed study laying out potential impact of pricing policy reforms
on macro-economic structrres. Discusses homologation systems and suggests
step-by-step approach to liberalization of price regime.

9, Ministere du Plan. Code de Commerce Bamake: n.d. 4 volumes + annexes.

Contains the entire Code.

10. REVCO, Louis. Le Controle des Activites du Commerce Intecieur au Mall.
Bamako: CNUCED, July 1980.

Not very analytical. Calls for beefing up DNAE with more manpower and
technical assistance. Provides description of DNAE structures

11. RUBIATO, Jose. Proposition d'Un Programme de Travail 1985 pour
SIMPRO-Mali. Bamako: March 31, 1985.

SIMPRO is a commission regrouping various government services and
representatives of the private sector to simplify business regulations and
procedures.

Note: CNUCED has produced a wealth of documentation concerning foreign trade
regulations, export promotion, pricing policies, development of the internal
market, supply policies,and revitalization of commercial, transport, and
insurance sectors. For more details, see the April 1985 CNUCED list of Reports
for Mali.

F. General References for Tax, Foreign Trade, and Investment Code Texts

1. Ministere des Finances, Direction Nationale des Impots. Guide Fiscal.
Bamako: 1979.

List texts and also provides examples illustrating application of texts.

2. Ministere des Finances et du Commerce. Legislation et Reglementation du
Controle du Commerce Exterieur et des Changes du Mali. Bamako: n.d. c.1978.

Contains 1977 texts governing foreign trade regulations. Guiding principle
is state regulation. New texts recently adopted by Conseil des Ministres put
more stress on principle of free trade.
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3. GRM. Code des Investissenents (Lois et Reglement). Bamako: 1977.

Texts of 1976 Investment Code replacing 1969 Investment Codes. Now in
process of being revised,

G. Private Sector

1. BFCIS. La Chambre de Commerce et d'Industrie du Mali, Analyse
Institutionnelle. Bamako, HMay 1984.

Study done for USAID to determine capacity needs,and potentiality of
Chamber to absorb technical and financial assistance from USAID for training
programs.Report expresses skepticism concerning the representativeness of the
Chamber ns a major force defending the private sector.

2. BUTTERFIELD, Wayne. Note de Fresentation- Systeme de Planification et
d'éAnalyse Financiere Cree pour la Chambre de Commerce et d'Industrie du Mali.
Bamako, May 31,1985.

Contains computerized budgetary system for Chamber which enables it to
trace receipts snd expenditures on a monthly basis.

3. Equator Advisory Services Limited, Business Flan for Bank of
Africa-Mali. Hartford, Connecticut: May 1985.

Feasibility study for USAID project to provide loan to all Malian private
bank. Contains lots of useful information pertaining to banking sector in Mali
as well as to BOAM.

4., Ministere du Plan. Projrt Formation Emploi: Enquele de Motivation
Bamako: SNED, July 1984,

Contains major section on private sector. Provides lists of firms and
general grievances of cCifferent sub-sectors--e.g. transport, industry,
construction-- and their recommendations for improving climate for expansion
of private sector.

5 .RUSSELL, Karen. "The New Malian Commercial Code'.Bamako: USAID, June 21,
1985,

Short note in draft form describing the main provisions of the Code de
Commerce which is supposed to modernize and simplify business legislation in
Mali.

6. RUSSELI, Karen. "Principal Policy Constraints which Limit Private Sector
Agricultural Enterprises in Mali". Bamako: USAID, March 22,1984.

Provides useful information on investment codes, import-export procedures,
price controls, taxes, and other constraint hindering the development of the

private sector.

7. RUSSELL, Karen. "Private Enterprise Development in Mali: USAID's Role in
the Upcoming Years'". Bamako: USAID, June 14,1985.
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Discusses contributions which USAID might make to ald private sector, e.g.
assigtance to Bank of Africa, help in privatisation programs for livestock and
agriculture, policy reform, etc.

H. General Economic References

1. CISSE, Moussa et al. Le Mali, Le Paysan, et 1'Etat. Paris: Editions
L*'Harmattan,1981. i

Highly critical studies of Malian statist economic policles'from a2 Left
perspective

2. COULIBALY, Oumar. Reform Background Document from GRM Conference of
the Restructuring of the Malian Economy. Bamako: USAID translation, March
1984,

Presented by Malian minister.

3. International Montetary Fund. Mali-Recent _ Economic
Developments, April 10,1985. ‘

Recent update on Malian economy with usual iHF‘sfrééé’Bﬁ‘fisédiﬁand;balance
of payments issues. : R RS

4, The Futures Group. The Effects of Population Factors on Social and
Economic Development. Bamako: October 1983,

Has section projecting social needs on the basic of population
projections.

Recommendation: The USAID-Bamako mission should keep the materials listed in
this bibliography together in a separate section in the documentation center
for the EPRP program. The librarian might adopt the sama classification system
used in this bibliography. As more materials come in, the bibliography
should be updated at least once every three months.
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ANNEX G
COMPUTER SUPPORYT AND OTHER COMMODITIES AND SERVICES

A. Introduction

In order to implement the Economic Policy Reform Program (EPRP) in Mali, the
Government of the Republic of Mali (GRM) will require substantial assistance
in computerization in various units of the Ministry of Finance, The Ministry
of Employment and Civil Service, and the National Commission for
Administrative Reform. Computerization cf the payroll, utilization of a new
budget classification and cuding system, improved adwministration in the area
of taxation, and Program monitoring will all, in some way, be tied to
increased capabilities in the use and management of computers.

An EPRP consultant was thus asked to document the present computer equipment
of the concerned GRM agencies and assess their capacities to carry out the
automation programs they have proposed; to assess the equipment and training
requirements related to the automation plans of the GEM agencies based upon
the requests received by USAID and other available information; and to
establish guidelines as to the acquisition of hardware and software, training
requirements, anc provision of technical assistance required, taking account
of interagency systems interactions and the advantages of a phased automation
program.

B. Computers in Mali

There is no centralized listing of computer installations in Mali, although it
is clear that there are many micros as well as a few minis and mainframes in
Bamako. Most computers in Government offices are from CII-Honeywell Bull.
Microcomputers are beginning to be recognized as useful, but a pronounced
attitude of centralization and control still prevails in official circles. 1In
discussing the possibility of introducing microcomputers, talk inevitably
revolves around hiring analysts and programmers, developing applizations with
BASIC, and linking all the systems together. This approach is, of course,
opposed to the approach that has developed in recent years in places where
microemputers have bteen used riore extensively.

In Bamako, :icros are used primarily by a small group of expatriates.
However, experience with and interest in microcomputers is growing among
Malians. Many believe that a microcomputer could help them, although, with a
few exceptions, they may have only a vague notion as to how.

1. Sales and Service

The only computer vendor represunted in Mali is CII-Honeywell Bull, a company
created through a merger of Honeywell Bull (formerly Bull-GE) and Compagnie
Nationale de 1'Informatique, a French government-owned company, in 1976. The
company has 53 percent French ownership and 47 percent American (Honeywell
Information Systems). The local Honeywell-Bull represontative, Bokary Diallo,
is a Maintenance Inspector and is associated with the CII-Honeywell Bull
office in Dakar. Diallo provides service and maintenance for most
Honeywell-Bull equipment installed in Mali. No other agencies have been
identified that repair cor service computer equipment in Mali.
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2. The National Automation Plan

A National Automation Plan was commissioned by the World Bank in 1983 and
carried out by the consulting firm, SEMA. The Plan lays out two parameters
that Aetermine the manner ir. which the country will te automated: the degree
to which computer resources are centralized or dispersed; and the level of
control by the government in questions of automation.

According to tho Fian, there ara three options for the allocation of computer
resources (equipment, trained personnel):

. Resources can be centralized: all resources are used by the entire
government as needeu. This method minimizes costs, but is not
flexible and does nct allow for individual initiative in developing
appropriate sl.ili{s and systems.

. Resources can be decentralized: each administrative sub-structure
carries out its own sutoma*ion program and the central) government
only provi‘es recommendatirns. The characteristics of such a policy
are the absence of any standards, and, thus, each agency making its
own decisions as to systems development, huwan resource development,
and acquisition and use of computer scuipment; or

Deconcentration is the final option: here, nationel standards are set
for systems development while allowance is made for equipment and
personnel to be physically located as needed.

The second parameter is for government to formulate policies that are :

Directive: the government decides how automation should occur,
develops specific automation programs, and controls implementation of
these programs in an attempt to make the best use of resources and
assure an efficient and synergistic d2velcpment of various automated
systems; or

. "Laisser faire'": the government makes no decisions concerning
automation and develops no guidelines; or

Indicative: the government develops guidelines concerning automation
and provides assistance while allowing agencies to work out their own
policies of acquigition, training and systems develcpment within
those guidelines,

The automation strategy recommended for Mall is moving from a
directed/deconcentrated zpproach in the short term to the
indicative/deconcentrated approach in the medium term to an
indicative/decentralized plan in the long term. To accomplish this, both a
policy-making body and en ornerational structure amust be put in place.

The already existing National Computer Council can serve to develop policy.
The Plan proposes that a Central Computer Office be created to carry out
policy. The Central Computer Office would have as its role to pass judgement
on all projects that introduce computerized syatemns into the bureaucracy; to
assure adequate training; to provide information and support in the area of
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automation; to carry out studies for automation and to participate in the
implementation of these plans; and to manage a National Data Center. The
Office is to be placed under the Ministry of Plan, to be financially
autonomous and piofitable, and to operate like a consulting firm, charging for
its services.

The Plan continues, laying out the types of skills snd equipment that must be
acquired. giving an introduction into ne=ds anaiysis and systems development,
and listing the automation projects that are under way and those that are
priority projects.

The priority projects noted include:

~ Economy et Finances

. Customs and the Office of Economic Affairs
Internal Revenues
Budget

. Treasury

~ Civil Service (Personnel and financidlimaﬁﬁééﬁéﬁij
- Statistics and Plan
- Office of Posts and Telecommunications

- Public enterprises under ths Hinistry:of Tutelle
. Finance - Accounting
. Personnel Management

- The Presidential 0ffice.

Overall, the Plan is rather ponderous and is oriented towards large systems
development. While the general directions of the Plan are of general interezt
and do not contradict the EPRP automation plan prorosed below (the priority
projects agree, for the moust part, with those of EPRP), there is a distinct
lack of acknowledgement as to the characteristice of microcomputers, their
potential role in automation, and the manner in whichk automation has been
affected in the U.S., Eurcpe and even other developing countries as a result
of the introduction of microcomputers.

In addition, the role proposnd for the National Computer Office almost assures
failure. Whils a central office that can provide information, guidance and
training te agencies that are attempting to automate is a good idea, the
degree of control givea to the agency will likely render it ineffective. Once
the Office has to approve each and every automation plan, its agsistance will
become either cbstructionist or completely pro-~forma and wichou: value.

USAID should do everything it can to support the GEM in efforts to develop a
resource center for automation efforts {such as the training center that will
be devcloped in the Ministry of Finance and housed in the same building as its
minicomputer), but should oppose any attempt to establish a centralized body
thal must approve every sutomation plan.
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C. Situation Report and Review of Requests

1. National Bureau of the Budget

The National Bureau of the Budget {DNB) is equipped with 1 Osborne computer
(64K RAM) with 2 disk drives and 1 dot-matrix printer that was provided by the
IMF. It is operated primarily by the IMF Techniral Assistant to the DNB, and
his counterpart. They are using Supercalc, Wordstar and Mbasic.

The system has been used to develop monthly and trimestrie: accounts of
expenditures of the national budget, statistical analyses, Treasury
operations, 1985 budget analysis, and consolidation of Treasury's account
balances for the months of March through June.

The ease with which the team is able to generate reports and analyses is
apparently eliciting great interest on the part of Malians in the DNB and
Treasury. There are many others in DNB that would be eager to learn to use
micro-computers. To this end, a -equest has been made of the World Bank
Project 1307/MLF tu provide 2 IBM-XTs and 2 printers.

Although the order has been placed, the exact configuration is not yet known.
Nor is it known if a budget has been set for maintenance and supplies.
Apparently, Knowledgeman, an integrated database management, spreadsheet, and
graphics program, was ordered.

Given the importance of the computerization of the national budget to the
EPRF, the interest in using micros already manifest within DNB, and the care
given to micro equipment already in DNB, it is recommended that USAID
supplement World Bank support by providing one additional (compatible)
microcomputer system.

2. Central Payroll Office

The Central Payroll Office (BCS) is a division of the DNB and will be
responsible for the administrative and financial procedures relative to the
new autcemated payroll program. The first stage of developing the autcmated
payroll program consists of conducting a physical survey of civil servants to
confirm work place and payment site (Commission National de Controle des
Effectifs). The survey of civil servants is in its final stages and the
information will soon be available. 1In carrying out the survey, the BCS has
been working with the Nutlonal Office of the Civil Service (DNY¥PP) in the
¥inistry of Employment and Civil Service, the National Direct:ynn of Financial
Control, the Treasury, and the National Commission on Administrative Reform
(CNRA) .

Most of the the development of the payroll program has been carried out by the
CNRA, which has programmed the application in Cobol for the Honeywell.-Bull DPS
62/60 lo:ated in the Ministry of Plan's National Statistics Office. Thus far,
the CNRA (with UNDP assistance) has provided the technical assistance for the
automation effort from the design stage through its present stage of
development. CERA is presently finalizing the program and simulations are
being run on the 62/60.
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Full and successful implementation of an automated payroll system will depend
on a number of factors including the hiring and training of a BCS team on the
new computer being installed in the Treasury (see below), translation of the
present program to a format which can be run on the Trsasury computer, the
establishment of a weekly courier system to collect data from the
Sous-ordonnencements (SOs), which are located in earh of the 8 regions, and
ydequate budgetary support of the BCS as well as the regional and
ministry-level financlal offices.

There is presently no microcomputer equipment in the Payroll Office and no
request has been made to USAID. Microcomputers could be used, however, to
establish separate databases for regional and qualitative analysis of civil
servants, espccially while the Payroll application is still being run on the
62/60 in the Ministry of Plan. This machine is subject to other uemands and is
not physically in the BCS offices.

3. National Department of Internal Revenues

The National Department of Internal Revenues (DNI) requested 3 microcomputer
systems of USAID at an estimated cost of $78,000. At present, an application
developed cn the GAMMA 10 in 1974 and transferred to the 62/60 of the Ministry
of Plan serves as DNI's only automation program. The aoplication outputs the
"rolas" and "avertisse-ments" and provides a few statistics. According to a
consulting "Mission Iaformatique™ cf 1484, the statistics provided are not
reliable, there are few checks on the system, and the system does not allow
for extraordinary cases.

Another study on automation was done in 1980 with the DNSIT and CNRA, but it
was never implemented. The study, while focussing on the areas of DNI's
activities that still require automation, was done at a time when mainframes
were the only solution and is not particularly relevant at present.

DNI has nu microcomputer users on its staff. Trerefore, its request for
mmicros should be looked upon in light of its importance in the EPRP. As
automation of taxes was verbally made a condition precedent to IMF considering
.o provide technical assistance to DNI. It is also a very important element
of the budget automation effort and better integration of revenue and
expenditure information. Every effor: should be made to help DNI to automate.

4. National Customs Office

The Customs Office (DND) has been equipped with 7 Micral 90/50 microcomputers
by UNCTAD as part of the SYDONIA project (Systeme Douanier Automatise pour la
Saisie, le controle et la gestion des donnees douanieres, statistiques et
comptables) which intends to automate the customs services of the members of
CDEAO. A program was written by UNCTAD staff for use in Mali and is supported
out of UNCTAD headquarters in Geneva,

The micios have been placad in 4 sites: BNTRE (Bamako), Faladie, Segou, and
STI. At present, only two sites, BNTPE and Segou, are operational. At STI, 2
hard disks anl 2 screens have been down since March, while at Faladie a
generator is needed. Equipment repair has Yeen a problem. Apparently, UNCTAD
decided that tne lucal Honeywell Bull vendor was too expensive and gave a
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maintenance contract to CAI, a firm in Abidjan. Response has been less than
satisfactory. The contract expires in August, when it is expected tha: a
contract will be signed with CII-Honeywell Bull Mali.

Two sites were visited: BNTRE and STI. Both sites were unacceptably dirty and
vasic general maintenance routines were apparently lacking. Both systems were
down at STI, located behind the Central Customs Office. The machine at BNTRE
was functioning and was said to be operating 20.hours per day. The operator
complained that it took 11-14 minutes to enter the dats of oue form into the
computer. In addition, she commented that the recent modified version of the
program sent down from Geneva catches fewer errors than the original version.

DND is dependent on the vrogrammers in Geneva for any modifications that need
to be done to the program and apparently getting a responuse from them has been
very difficult and slow. A version 2 is supposed to be delivered in December.
In the meantime, the technical assistance personnel from UNCTAD at the DNAE
have made a few modifications that have brought the data entry time down to
about 6 minutes per fcrm. This consultant commented that the programming,
which is in a CPM BASIC on the PROLOGUE operating system, is rather
cumbersome. Version 2 is being done on BAL under PROLOGUE.

Further complaints have been voiced about the program output, which are not
flexible enough to meet DND's basic analytical needs. All in 2ll, the system
appears to be somewhat of a disaster, though not without potential. Further
discussions with UNCTAD/Geneva are absolutely essential to see what their
conclusions have been and what their plans are relativa to further automation
of DND.

DND requested thet USAID furnish 7 systems to put out in the regzional offices
at a cost of about $100,000. At this point, it would be pointiess to support
any automation program at the DND without carefully defined conditions
precedent and close oversight of installation and operations.

5. National Office of Economic Affairs

Presently, there is cne Micral 90/50 in the National Office of Economic
Affairs (DNAE). It is in a clean, isolated, well air-conditioned room and is
apparently in good working order. It is being used by a statistician and an
expatriate technical assistant who is familiar with the system.

DNAE's initial request was for an additional Micral 90/50 for its central
office and one for each of its regional offices, for a total cost of $86,881.
In addition, DNAE requested provision of maintenance, training, and technical
agssistance.

Upon further discussion, however, DNAE acknowledged that it was, perhaps,
premature to expect to give assistance to the ragional offices until a body of
experience and expertise had been established in the central office.

A revised propocal was submitted in which DNAE ruyuests microcomputers,
compatible with their Micral 90/50, dot-matrix snd l:ttar-quality printers,
and spreadsheet, graphics, database management, and wcrd processing software
for the Office of External Trade and the Office of Intermal Trade and Prices.
DHAE is also requesting training on the microcomputers anu snftware packages .
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Given the care shown the system in place, USAID shculd consider complementing
their existing equipment in the central office to allow them to proceed with
the program presented in the request.

6. Treasury

The Treasury (DNT) has no experience with microcomputers other than that of
obeserving the results obtained with the Osberne in the DNB. Though USAID has
received no official request, DNT has expressed interest in obtaining micros
and in having a training program for their personnel.

The FAC is in the process of providing the DNT with a Honeywell Bull DPS 6, a
minicomputer. It is recommended that USAID give the DNT micro-computers to
devolve their proprietacy attitudes from the mini to the microcomputers to
allow for a more equitable use of the DPS 6 by the entire Ministry of Finance.
This is liscussed in considerably more detail below as it forms the core of
the overall automation plan for EPRP support.

7. National Commission for Administrative Reform

The CNRA has been providing most of the technical support to the BCS in
developing a program to automate the national payroll. CNRA will be critical
in managing the transition period during which people must be trained to run
the program on the DPS 6 in Treasury while the program is simultaneously run
on the 62/60 at the Ministry of Plan.

The CNRA has also developed a basic application of the automated personnel
management application for the public sector for the Civil Service Office.
There is, however, the possibility that the CNRA will be limited in its
capacity to support any future automation efforts as several key staffers are
scheduled to leave and not to be replaced.

8. Nstional Office of the Civil Service and Personnel (DNFPP)

This sgency has picked up the work that was being done by CNRA on the
development of an automated personnel management program for the public
sector. The effort is being supported by the World Bank, with Technical
Assistance provided through the UN/DTCD. One of the overall aims of the
project is to automate the procedures of Civil Service management in general.
About $115,000 was provided for equipment in the original budget. The
techinical assistance (one person) has been trying to double this figure in
order to develop a full-scale automation plan. He is hoping that by
September, he would be in a position to work with the UN expert presently in
Niamey to develop a microcomputer-based program for personnel management.

There sre several problems associated with this program. First, there is some
question as to whether the Ministry of Employment and Civil Service will
collaborate with the Ministry of Finance in developing their automation plan
cr whether it will insist on separate equipment. Second, the database still
contains fundamental errors, e.g., duplicate "unique" identification numbers
for sevueral civil servants. This has obvious implications for automation of
the payroll, of course, and will need to be worked out jointly with the
HMinisiry of Finance.
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If a collaborative style is not adopted, the situation could lead to a
divergence in the data bases from which personnel management and payroll
management operate. This would be working against the aim of regularisation
of public administration that is an aim of both projacts. The Director of
DNFFP must be made aware of the importance of developlng a shared database in
which each Office would maintaln responsibility for certain fields within each
record. This should be followed up on by USAID in the context of EPRP

antomat ion.

lo request has been received by USAID from DNFP but it is clearly related to
other applications for which requests have ben made.

D. The Treasury Mini-Computer, the DPS 6

The GRM has recelved a grant from French Cooperation (FAC) that is providing a
minicomputer -- a Honeywell-Bull DPS 6, (most of) a building to house it, und
training Treasury personnel. This grant is central to the entire automation
plan that is presented here. While use of the mini:omputer creates a cectain
dependency that an entirely microcomputer-based system would not have, it also
allows for greater flexibility in the scope of automation and analysis that
can be carried out.

Discussions with FAC, CNRA, Treasury, and the other offices in the Ministry of
Finance indicate that the DPS 6 would be both suitable for certain
applications throughout the Ministry and, with modifications, capable of
handling the Ministry's major applications if complemented by microcomputers.

To assure that each Office's applications will be able to use the DPS 6 to
meet its own needs, each service will eventually have its own team to develop
and manage DPS 6 applications. To assure that each Office has access to
Ministry-wide data for analyses as required, microcomputers will be placed in
each Cffice that are capable of downloading data from the DPS 6 for subsequent
analysis.

The minicomputer, a Honeywell Bull DPS 6 (a successor of the Mini 6), is of
the following configuration:
central memory of 1,024 K
one disk drive of 5.25"
2 hard disks of 64 MB
1 hard disk of 8 MB
5 data entry stations
. 1 console
. software, in~luding
o Gcos 6 Mod 400 operating system
o COBOL A
o DT¥ TRANSAC

Though none are provided for in the FAC grant, the Honeywell Bull Micral 30
microcomputer can act as a work station for the DPS 6 and can act as a data
transfer point between the DPS 6 and other microcomputers. A building is
presently being constructed on the grounds of the Treasury. The building will
house the computer on the ground floor. 1In addition to the computer room,
there will be a control room, a data-entry room, a coding room, an office for
the Computer
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Center Manager, an office for the maintenance contractor's representative, an
additional office for temporary work, a supply room, and a room containing the
uninterrupted power supply and the back-up generator.

The second floor will house a training center in which courses can be held in
applications development, data transfsr to and from micres, and data entry.

The third floor will contain the offices of the Payroll Office. These offices
will be self-contained to guarantee the autonomy and uninterrupted
implementation of the payroll appllication. FAC funding did not cover the
construction of this floor, which was to have been the Malian contribution
corresponding to FAC's financing. Treasury has made an informal request to
USAID to finance this (estimated at 25 million FCFA). The consultant
recommended, however, that USAID not consider becoming further involved in the
constructicn (or operation) of the ininicomputer center.

Completion of the construction phase is estimeted to be in October of 1985 and
the tuilding is expected to ba completely equipped by the end of the year.
Conservatively, though, full operation of the certer should not be expected
before mid 1986,

Treasury expects that the priority applications will be:
. national budget
payroll
tax recovery
customs recovery

These applications involve, respectively, the DNB, BCS, DNI, and DND. The
development of all of these applications are central to the EPRP, and the
automation of the national budget is a condition precedent to releasing
certain funds under the project.

The actual applications developed by each Office must be based upon more
detailed analyses. The actual timetable for each Office to begin using the
DPS é will be subject to training a DPS 6 team and establishing a full
applications development program.

FAC is providing training in France for two analyst/programmers and 3
programmers for the Treasury. Data entry clerks will be trained locally by
Honeywell Bull. To assure each Office's control over its ovn applications,
similar teams must be trained in each Office. Priority should be given to the
BCS in order to assure that the Automated Payroll Program is up and running as
soun as possible.

Given the importance of being able to download data from the DPS 6 to micros,
Micral 30s should be purchased for the operating room and for the training
center.

In reviewing plans for the installation and operation of the DPS 6, several
other issues have come to the fore as potential problems:

The back-up power system is inadequate. The battery back-up only
provides 10 minutes of power once the main power cuts off. 1In
addition, there is no automatic switching on of the generator when

199«



G-10

the main power cuts off. It seems well within the realm of
possibilities that whoever is responsible for turning on the
generator in an emergency situation might take longer than tan
minutes to do so. If there is any problem starting up the generator,
or if power consumption was only slightly under,estimated, the
problem becomes even more critical. It is recommended that a device
be purchased that will autcmaticully start the generator in case of
power outage. Also, the back-up time provided by the UPS should be
extended if possible. Given that there has been some shaving of
expenses in this area, it should be verified that the 37 KVA
generator is adequate to meet the power requirements of the system.

The FAC grant will cover only the first 6 months' maintenance
contract. The annual contract i3 estimated at 10 million FCFA
($22,005). 1In discussions with Treasury, concerns were raised that
the direction might not be able to get money in its budget to cover
this cost, especially in the next budget. In opening up the computer
to Ministry-wide applications, the argument was advanced that
maintenance costs should be torne by the Ministry. This brought
Treasury more firmly into our concept of the Ministry minicomputer
with microcomputer centers in each 0ffice, but raises the necessity
to assure that the Ministry budget the $22,000 annually. Written
assurances should be obtained before USAID invests in any DPS 6
equipment. The continual operation of the DPS 6 is absolutely
essential to a successful implementation of the automated payroll
program.

. The aulomated payroll program is cusrently being developed on the
Honeywell Bull 62/60 at DNSI. There is nc alternative to the 62/60
until the DPS 6 is in place. However, to assure that there is no
time lost in establishing the program on the DPS 6, the program must
be converted to the DPS 6 format as soon as is possible. Presently,
the Treasury's DPS 6 is operational in France, where it is being used
to train programmer/analysts from Treasury.

It is recommended that copies of the program on the 62/60 media be sent to the
France to be converted to DPS 6 media and run on the DPS 6. If vossible, the
BCS team should be trained on the DPS 6 at the same time ag the program is
converted and updated to take advantage of the capabilities of the DPS 6
(e.g., the present program enters data by batch processing, whereas the DPS 6
allows for more interactive programming).

Certain programs presently running on Micral 90/50s8 may be more efficiently
run on the DPS 6 due to the intensive nature of data input and the size of the
database. For example, the DND may decide to enter its import license data on
the DPS 6 and download the data for specific analyses on the Micral 90/50s or
other microcomputers. This may help cut the time required for data input
during which the microns are tied up and not available for other applications.
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E. The Microcomputer Centers

To assure that each Office in the Ministry of Finance should have uaccess to
the data collected by other directions and entered into databases in the DPS
6, microcomputer centers should be established in each of the Offices. REach
micro center should have at least one Micral 30 to act as an interface with
the DPS 6 and with Micral 90/50s as neceded. There shovld be at least two
micros in each center to assure uninterrupted operations. All centers should
be equipped with UPS systems. USAID purchases should, of course, take account
of micro purchases by other donors.

In addition, micros should be placed in the Civil Service Office, the CNRA,
and the training center on the second story of the DPS 6 building. One
microcomputer system should be provided for the USAID technical assistance.

Each micro center is expected to have applications for statistical analyses,
database management, spreadsheet analyses and word processing. Initially, the
same software packages should be purchased for each site, including a
collection of utilities. Funds should be set azide for additional software
purchases once experience has created specific needs beyond the initial
package.

No microcomputer equipment should be released without the assurance that
adequate preparation has been made for the sites, including: a clean room
dedicated to microcomputer use free cf dust and air-conditioned; staff
designated as operators and for whom assurances have been obtained that they
should be released from their duties for initial training and for regular
follow-up training; a budget oftficially approved for supplies and

mainten ance. These conditions ghould be verified and release of equipment
for installation approved by the long-term computer specialist.

E. _The Transition Period

The DPS 6 is not likely to be operational before mid-1986. The earliest
microcomputers funded by EPRP can arrive is probably November 1, 1985. The
EPRP requires that certain functions be automated as conditions precedent to
the release of funds. It is important that any automation strategy take
account of these priorities.

1. Automation of the Payroll

Presently, the payroll application runs on the Honeywell Bull 62/60 at the
Ministry of Plan. The program is supported by CNRA staff. The application is
probably too large to efficiently devalop on a microcomputer (a payroll of
over 50,000 persons), which means that efforts must be concentrated on
readying staff and equipment for a transfer to the DPS 6 as soon ag it is
fully installed.

This task of continuing the development of the application on the 62/60 is
likely to be complicated with the departure of CNRA staff in the near future.
In additicn, though performance has been better in recent months, there is
always the possibility of bieakdowns with a machine as old as the 62/60.
Sapport in the form of & fund to purchase needed parts and pay for air
shipment could do much to minimize down time. Repairs are done by the
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Figure 1. Proposed Micro-Mini Computer Wetwork
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Honeywell Bull representative, who has an office on the premises of the 62/60
installation.

A BCS automation team must be formed to run the payroll application on the DPS
6. At present there are 2 programmer/analysts, 1 operator, and 2 data- entry
clerks working on the project. To get through the transition period, two
teams will be needed. This will require hiring a Project Team Leader
(information management specialist), 2 programmer/analysts, and 2 data-entry
clerks. The team also needs a technical assistant to act as a counterpart to
the Toen Leader. After the 18 month transition period, 2 of the programmers
could be used to develop other applications on the DPS 6.

The project manager/analyst snd programmers must be trained beginning in the
latter half of this year. FAC has indicated that it does have some training
grants avallable. The Ministry of Finance should make a request to FAC to
provide the necessary training.

In addition, USAID should encourage the Miaistry of Finance to hold
discussions with UNDP to get training uncer the Administrative Reform Project
that presently provides 8 technical assistants to the CNRA. The Chief of
Party expressed confidence that he would be able to secure training for a
group of 4 or 5 BCS staff if he had the details to put into a request to UNDP
Headquarters. Details of the training program to be undertaken by FAC for the
Treasury will be comnunicated to UNDP at CNRA.

Finally, the program must be transferred to DPS 6 media and updated to take
advantage of the capabilities of the DPS 6. Methods of conversion must be
identified and the costs of the process determined. It must be determined
whether FAC will finance the conversion and reprogramming or whether USAID
will have to support the costs of the conversion process. UNDP has indicated
interest in finencing the conversion in its continuing assistance to the
automation of the budget (provided costs do not exceed its budget). This

information will also be transmitted from Paris to UNDP/CNRA by the Consultant.

2. Automation of %iie National Budget

The DNB is to automate the national budget as a condition precedent to the
releage of certain funds under the EPRP. This application is fully realizable
with a microcomputer given adequate storage and the right software. The two
IBM-XTs ordered for DNB by the World Bank and Knowledgeman, a software package
with database management, spreadsheet and graphics modules, will be adequate
for the automation effort. The technical assistance provided by IMF is skilled
enough to develop the budget application and teach other users in DNB how to
use the application.

F. Coordination with Other Donors

As is evident from the previous discussions, the automation program of EPRP
must be integrated into the efforts of other donors. The most evident donor
is FAC, which is financing the installstion of the DPS 6, construction of a
building to house it, the first 6 months' maintenance contract, and training
of a Treasury team. Discussions are ongoing to determine if FAC is willing to
train a BCS team at the same time. In addition, FAC should be requested to
provide a technical assistance to work in the DPS 6 center, providing training
and assistance in the Ministry's applications development efforts. FAC has
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already provided a microcomputer expert to assist DNAE to develop
microcomputer applications on the Micral 90/50 provided by UNCT:D.

A UNDP team has been working with the CNRA to provide assistance in GRM's
effort_ in the area of administrative reform. Technical assistance in this
projert has been working to develop the Automated Salary Payment Application
on the 62/60. The CNRA would continue to support BCS in its efforts to
implement this application on the DPS 6. If the same training site used by
FAC for Treasury personnel could also train the BCS team, UNDP has indicated
willingness to seek financing for the course.

UNCTAD has provided 7 Micral 90/50s to DND for the Sydonia Project, one Micral
90/50 to the DNAE, one Micral 90/50 with a work station to the Centra Malien
du Commerce Exterieur, and one Micral 90/50 to the Chamber of Commerce.

UNCTAD has provided training and technical support in the context of a project
looking at Mali's trade sector and the effects of Mali participating in CEAO.
There are still revisions to the Sydonia program to be sent from
UNCTAD/Geneva. The project leader in Geneva will be contacted to determine
UNCTAD's conclusions resulting frem its experliences thus far.

The World Bank is providing 2 IBM-XTs to the DNB and is working with DNFPP.
The World Bank also financed the study that led to the development of the
National Information Plan.

The smooth implementation of the various automation efforts rely a great deal
on outside asscistance. However, any automated system must have regular
maintenance. While microcomputer systems are fairly hardy, given adequate
envirenrentai protection, there still must be a basic budget for cperations
and supplies. Miniccmputer systems must have a maintenance contract if
operation is to be guaranteed. FAC is paying for the first 6 months of the
DES 6 maintetiunce. USAID/Bamako should require evidence that the GRM can
provide for the maintenance of the computers put in the Ministry of Finance
before releasing any microcomputers.

Another GRM responsiblity is to appoint a team that will work in the BCS on

the DPS 6. This team must be appointed before September if it is to be
trained with the Treasury team.

G. Implications for Procurement

1. The Minicomputer

a., Hardware

Most of the costs of the DPS 6 and its installation are being covered by a
grant from FAC. This includes purchase of the DPS 6 with 5 work stations, one
5.25" disk drive, 3 hard disks with a total of 136 MB, 1 console, a 37 KVA
diesel generator and a UPS with a maximum of 10 minutes back-up,
air)conditioning for the ground floor, and a limited amount of supplies.

Where USAID support will be critical is in providing equipment that will serve
to redefine the DPS 6 from "the Treasury's computer" to to "the computer of
the Ministry of Finance".
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Specifically, what is required are extra work stations and outlet cards to
essure access by all Offices and Departments. There is room for two more work
stations under the present configuration. Two outlet cards must be purchased
to provide connections for another 8 work stations. The configuration will
then be 8 work stations in the data entry room next to the computer room, 3 in
the training center on the 2nd floor, and 4 in the BCS office on the 3rd
floor. The BCS offics will need 2 split-system air-conditioning units as none
is prcvideu for in the FAC grant.

As mentioned, the back-up power system lacks an automatic cut-on, which is
essential to assuring the center's uninterrupted operation.

b. Maintenance and Supplies

A mainteiiance contract for the DPS 6, estimated at $22,000, will be provided
by FAC for the first 6 months. Thereafter, it is to be provided by the
Ministry of Finance. It must be c¢onfirmed that the Ministry is comitted to
meeting this cost. Maintenarce will be handled by the resident Honeywell Bull
agent who will have an oifice on the ground floor of the compute: center.

As TAC is providing a limited budget for supplies, USAID must verify that the
Ministry of Finance will provide an adequate budget and that the DNB will
adecuately support the BCS office.

¢. Conversioan

The programs presently running on the Honeywell Bull 62/60 must be converted
to run on the DPS 6 and modified to take advantage of the full capabilities of
the DPS 6. CII-Honeywell-Bull has agreed to develop cost estimates for the
conversion and will communicate them to USAID/Mali via the design consultant
as soon as they are available.

2, The Microcumputers

a. Hardware

Microcomputers should be provided to 9 microcomputer centers, the DPS 6, and
the USAID technical assistance (Figure 1). Two Micral 30s should be connacted
diractly to the DPE 6 and should function as work stations and data transfer
points tu the micro centers. To assure compatibility, each of the 9 centers
should be provided with a Micral 30. The remaining micros purchased by USAID
shoul¢ be IBM-PCs. The Micral 30 emulates the IBM-PC under PROLOGUE and both
reads and writes 360K diskettes.

For each center, a printer should be purchased for each micro-computer. Each
center should have a high speed 250-300 cps dot matrix orinter capable of near
letter quality (such as an Epson LQ 1500 or the Toshiba P1351). Medium speed
100-150 cps dot matrix printers (such as the Epson SX-100+, the Inforurner
Riteman 15 or the Star Micronics SB-10 or SR series) should complete the
configuration. Printers must be capable of priuting the IBM character set and
should be one of the configuration choices on the software packages purchased
(to guarantee easy installation). As models are changing rapidly, these
suggestions should b: checked against product descriptions at the time of
procurement.
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Uninterrupted power supplies (UPS) providing at least 30 minutes of full
operation in case of power cutage should be purchased for each center, tlrough
no more than 2 systems should be on any one UPS.

The Micral 30 can cowme configured with 256K RAM, one or two disk drives of
360K, a hard disk of 10 or 20 MB, and a monochrome screen. Recently, Micral
has come out with a 57 MB hard disk with a streaming tcpe back-up. This is a
move away from Miciral's tanklike approach to systems design. The various
Micral 30 configurations should have a serial and a paraliel port. The
possibilities of configuring the Micral 30 with add-on ILM-compatible
peripherals that might be less expensive should be investigated.

The IBH-PC should have at least 512K RAM, serlal and parallel gorts, 2 360K
disk drives, and an amber monochrome monitor. A hard disk sytem providing
30-40 MB of storage and a cassette back-up should be provided for each IBM.
The system should allow for both streaming tape and file-by-file back-up. The
Micral system should be functiorally similar,

3. Software

Software packages are available for' almest all applications that zan be
anticipated under .PRP. While most applications will be developed on one of
the core pruzrams, it 1s entirely possible that needs for specific packages
not mentioned will be identified as skills develop. One way to assure access
to packages outside the core recommendations ls to hold back about. 10% of the
funds allotted to procuremerit of software and to disburse it on sn as needed
basis in response to specific requests.

The importance of procuring French language documentation and programs cannot
be overemphasized. Maliang will find it very difficult to simultuneously
improve their English and learn a set of skills that are difficult in
themselves.

The ease and =conomy of acquiring softwars in the U.S. wor%s against procuring
outside the U.S. However, many of the major software packages have been
translated into French (each program must be examined to determine whether all
screens and documentation have been transleted or whether justk a French maaual
hao been attached to the package}. An effort must be made to upen channels
into the French software market. Software packages that have been translated
into French or are in French include:

MS-DOS Supercale3 Volkswriter Friday
Sidekick Multiplan Wordstar Symphony
Prokey Lotus 123 WordPerfect Knowledgeman
Visicalc Easywriter Dbase TIIX
Textor Framework
Word Open Access
Multilog

Minimum standards should be established for microcomputer system capabilities,
formats and files to facilitate communications and sharing of data files
between computers as is foreseen under EPRP.
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Of primary consideration is that ali software programs read and write ASCII
files either directly or through the ure of a conversicn utility. Where files
are to be ruutinely inter-changed, such as a statistical package reading the
data files of a database management program, the program should be able to
read the files directly, without the necessity for conversion.

While MS-DOS has become the de facte standard fecr bhusiness and managemant
applications in the US, and is becoming so in West Africa as well, work done
on other operating aystems should nnt be lost to generalized use. Utility
programs that convert files between formats should be a standerd tool for
microcomputer systenms.

The standard packag: should contain:

. an advanced spreadsheet package with graphics such as‘Lotus 1,2,3 or
Suparcale 2

. a relational database management package with programming language ;
such as Knowledgeman or Dbase III x

. PC-File, Friday, Please, or similar straightforward, user—friendlyi
database management system, B

. a complete word processing package suzh as Werdperfect
. a statistical package such as SPSS or Nw Statpak
. utilities such as Copywrite, a spreadshee: checker, Norton Utilities,

Sideways, and an assortment of public domain utilities.

In addition, several economic forecasting and simulation, project management,
and financial analysis programs should supplement selected packages. Need for
these and other packages wili be determined by the technical assistants.

4. Maintenance and Supplies

Equipuent such as maintenance manuals, logic probes, diagnostic boards and
disks, ohmmeters, disk “rives, tool kits, cleaning kits, blank disks, disk
storage boxes, and paper should be ordered, in bulk where poscible, to
complete the systems and to allow locsl maintenance for all but the most
complicated breakdowns.

Each manufacturer should be contacted to determine the parts most often
required for repairs. Often the manufacturers have kits containing these
parts. One kit should be ordered for each 3 ov 4 machines and kept with the
Program Coordination Unit (PcCU).

Users of microcomputers need to be plugged into the world of user-oriented
literature of journals and user-group publications arnd the micrecomputer
market literature of new software usage an? hardware accessories. Though most
is in English, there is a growing body of literature in French. To encoureage
the development of the local user knowledge-base, USAID should provide
subscriptions of selected perivdicals to each micrcomputer installation.
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5. Services

Tne interface hetween the Micral 30 and the DPS 6 must be assured. According
to Honeywell Buil in Dakar, the Micral 30 can act as a workstation for the DPS
6 (for entering Gata into the DPS 6 and extracting data from the DPS 6 for use
on the Micral 30s) provided the Micral 30 has an asynchronous serial port.

In addition, the Micral 30s must be as compatible as possible with the Micral
90/50s that are already installed in Mali. Once again, Honeywell Bull has
assured us that the martines are compatible under PROLGGUE. However, as tha
Micral 90/50 disk dri~ s read and write 600K while IBM-PC compatibles use 360K
drives, the Micral 9 can read Micral 30 disks written under PRULOGUE but not
the reverse. There are; however, utility programs to convert files between
PROLOGUE and MS-IMS.

G. Implications for Training and Technicul Assistance

The installation of the DPS 6 and the microcomputers by AID and other donors
brings with it the need for training in hardware operstion and maintenance,
general software manipulaticn, applications development and data entry. This
section inventories training requirements, existing training comittments, and
those areas that comittment needs to be sacured.

1. The DPS 6

The DPS 6 will be running several importarit programe within the scope of EPRP.
The programs that the DPS 6 is already scheduled to handle include the
national accounts, payroll, and tax coll2ction. To that will eventually be
added national budgeting, customs receipts, personnel management, and pricing
analyses.

FAC is presently training, in France, 2 analyst/programmers and 3 progranmers
within the Treasury. Operators will be trained on the DPS 6 in Mali by the
vendor. The analyst/programmers are being taught on the Treasury's DPS 6,
which is set up in France, and on which the Treasury's major application is
being developed. At present there are no provisions fer further training nn
the DPS 6.

BCS will have an office on the third floor of the DPS 6 computer center. It is
absolutely essential to the success of the automated payroll application that
BCS hai its own team to manage its own program. This means that training

must be provided immediately for at least one Project Manager/Analyst and 2
programmers. OUperators can be trained at the same time Treasury's operators
are trained. The second half of the team can be trained once the DPS 6 has
been installed.

Training on tue DPS 6 for Malians must take place in France. FAC has
mentioned that there are scholarships available and that they would consider
providing a limited amount of training on the DPS 6. UNDP, through its
project with CNRA, might also be able to provide training. It is critiecal
that ¢n agreement be worked out soon whereby FAG and/or UNDP agrees to train
the BCS team in time for them to be prcsent for the DPS 6's startup in Bamako.
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Other teams wiil have to be trained for the other departments in the Ministry
of Finance as well as for DNFPP and CNRA. Though the’'r taining must be
assured, the timing is less critical.

2. The Microcemputers

a. Approach

Microcomputer training is very different from the training given to DPS 6
analysts, programmers, operators, and data entry clerks. On microcomputers, a
user must ba both analyst and operator as well as data entry clerk and, to a
certain extent, programmer.

FAC suggested that a three-stage training program be considered for
introducing micros on a large scale. Apparently, FAC used this strategy in
Togo with great success. The program was carried out by Elyos, a private firm
in Abidjan, for 20 million FCFA. The three stages were as follows:

A large, open seminar whereby the public is axposed to microcomputer
concepts and applications;

Specialized training for users in specific software packages; and
. Individualized instruction at the service level.

In fact, the equivalent of the first stage was recently funded by USAID/Niger
and carried out by Thunder and Associates with the Ministry >f Plan. The
three day seminar was presented to middle and upper level GON officials who
were, for the most part, not microcomputer users. Presentations were given on
generic microcomputer programs and Nigeriens presented applications that they
were running on their own systems.

This Lype of geminar might be useful in Mali with one caveat. The manner in
which micros are used reflects a strong mainframe bias. This bia= is one
which will have to be overcome in tralning users.

It is anticipated that there will be an average of two users per machiue,
including those provided by other agencies, to train. The strategy chosen for
training at least 50 users, who will develop skills at varying rates and to
different degrees, is to provide one Microcomputer Systems Expert for n period
of 18 months and to have a Microcomputer Software Trainer in-country for
nine-months over a two year period.

b. Long-term Technical Assistance

A Microcomputer Systems Expert, or "Automation Specialist”. should arrive
before the first shipment of microcomputers arrives in Mali. Upon arrival,
the Specialist should identify existing micro sites as completely as possible
and inventory the microcomputer resources within the agencies with which he
will be working. Simultaneously, the Specialist must identify the potential
ugers within these agencies.

The Specialist will provide each potentisl micico center with a list of

conditions that must be fulfilled before any equipment will be released
(clean, painted, and sealed room; users identified and allotted time for

5%



G-19
training; budget available for repairs, operating costs, and supplies).

The Specialist will approve the release of material; oversee installation of
the microcomputers; train users in micro operations and basic maintenance;
develop basic mainten,ance and back-up procedures; assist in developing
applications within each micro center; try to work with any local users groups
(such as the one supported by the UKDP Expert attached to the Chamber of
Commerce, see Attach-ment 8); and in general be available as a resource to
micro installations supported under EPRP. The Specialist will coordinate his
efforts with Specizlist that is provided by other donors.

Iaitially, the Specialist will oversee the installation of the micro-computer
systems. Training must begin with familiarisation by the potential user with
the system. To the extent possible, users should be present for, and
partlcipate in, the installation of their microcomputer systems. This will
give them a direct knowledge of the configurations, components, and
conneci.ions that are unique to microcomputers.

Once systems are installed, the Soecialist will give both group and individual
instruction on the basics of the various software packages with the aim of
getting users to the point where more specific instructional needs can be
jdentified. Once this point has been reached, the Specialist will arrange for
the Micro Training Expert to come in to provide more specific training.

The Specialist will provide assistance during the develorment of applica-tions
by the users, but will not develop applications for them. The Specialist will
also monitor conditions under which the micros are operatlng and report any
irregularities to the ‘iPRP Program Coordinator.

c. Short-term Technical Assistance

The Microcomputer Training Expert should be available for 9 trips of 3 weeks
each over a period of 2 years. As mentioned above, the Trainer will come to
Mali at the request of the Microcomputer Systems Expert prepared to give 2 or
3 seminars of 3 or 4 days each on specific software packages. The long-term
Specialist wlll advise the Trainer of the problem: encountered by users and
the areas they need help in.

Upon completion of the seminars, the Trainer will be available to work with
smaller groups, either an office or a small group with similar specific
interests. The Trainer will !:vve behind recommendations for actions to be
taken. By assigning specific -.zeas of expertise to individuals, the Trainer
will attempt to build up a user network that can rely upon its members to
develop solutions to problems encountered while using software and
developing applications.

H. Computer Procurement Summary

The basic procurement 1list, with 311r¢°9tsx93timated‘in.U-S;'S'(asp;rq;ggqg¢
U.S. $) is as follows: R S . e ‘
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1. Microcomputer-related equipment

11 Micral 30 microcomputers w/256K RAM, 2 disk drives (360K), min 10
MB hard disk, asynchronous serial port, AZERTY keyboard and
monochrome screen, 220V/50HZ........ ceeeas cesseseaass $ 61,111

12 IBM-PC (or compatible) microcomputers w/512K RAM, 2 disk drives
(360K), serial and parallel ports, clock/calendar, 220V/SOHZ.
® 0 0 4 00 0P OGNS NI EEOENIPOPEOIEDPLOEOLEOLEOEOEOPLEDRES s 00 00 L A R A A R ) oc-ot-os 42’000

12 35MB hard disk systems w/cassette backup, 220V/50HZ
'..'..ll.'l..'.".l'..'0..0..0!.0'..'..."..'......'.'* 42'000

22 DOt—mRtt‘lx printet‘s, 220V/50Hz 0200000 02000000000 s 17 600
11 Uninterupted Power Supplies, w/built- in converter, if necessary
(600-1 OOOVA) ¢ o 0 00 00 oaout'oo-'cnvo.oooo-oo.oooo.n.os 11 000

2. Minicomputer-related equipment

10 Work stations for DPS 6 ..........;;;~.K ‘53 22;?22v
2 Cards to accept work stations ................... weeyees 82,222

1 Automatic cut-in switch for generator ...;..;;..}x;uu.;..S 1,500
2 Split-system air-conditioners for BCS office.............t 5,000

Othet‘ eq‘Jipment tO be identifiedo I I I B S c’o.'c o‘of‘o\‘,o' PRPRTETSIN .,._.- ) .os 5 .000

3. Software

19 packages each containing:

-- spreadsheet w/graphics ($650)

-~ relational database management program ($700).
-~ word processing ($500)

—-- statistical package ($700)

-- assortment of utilities ($200)

—-- basic database management program ($300) and

5 economic forecasting and simulation packages; and
5 financial analysis packages ($700) plus

fund for special packages to be identified ($3,000)

4. Allowance for installation, maintenance, supplies of micras for : yeara
l.'..........'l.l.l.t'.lllllll.'.l'."'...00....."!!l...'..l....’ 60000
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I. Other Commoditias and Services

1. Technical Assistance

The Automation Specialist will be attached to the Program Coordination Unit
(PCU) and will thus have to work in harmony with the Program Coordinator
assigned to the PCU by USAID/Mali. It is recommended, therefore, that
USAID/Mali seek a single contract firm which can provide both technical
agsistance and procurement services.

The Program Coordinator's role is described in detail in Annex XI. The
principal activities of the Automation Specialist and the Computer Training
Specialist avre described above.

The procurement services which should be provided by thLe contract firm
(possibly an 8(a) firm, as described in Annex I) will be largely concentrated
in the inltial months of the Program implementation. There will, however, be
some additions to be made throughout the life of the Program and both
specification and procurement of these items will be the responsibility of the
Automation Specialist, backstopped by the contracting firm's resources.
Organizing for training sessions will also be part of the scope of work for
the Autonation Specialist when the training is to be focusse* on
computerization; the contracting firm is expected to backstup the Specialist
in identifying appropriate trainers and procuring pedagogical materials as
needed. .

In sim, technical assistance requirements for the Program as a whole will be:
Long~term (24 months) of Program Coordinator
. Initial Program Coordinator (up to 12 months);
. Long-t:erm Microcomputer Systems Expert, 18 months;
. Short-term Microcomputer Software Trainer, 9 months over 2 years; and

. Unallocated short-term consultants, 11 months.

2. Other Commodities

. Office Equipment and supplies, training ,mhtérials for TA
ooooooooooooooooooooo tono.000...0.000!.!"’1’.‘.'0."..0.'0.00- ‘13’000

. Computer Magazines and books ........;.;;................ $ 1,600
10 subscriptions @ $20
4 subscriptions @ $25 for 9 centers ~ 25 books @ $20

[(2
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. Office supplies for Program Coordination Unit:............$ 30,400

Typewriter

Chairy

Desks

Tables

Photocopy machire

Microcomputer and printer (IBM compatible)
Vehicle, POL

Miscellaneous supplies (paper, pencils, etc.)

Freight (25% of computer hardware) ....... Ceeeres veesess  $50,000

More detail on each of these commodities and services is given in Tatle G-1
attached here. Approximately $1.3 of Program funds have been aliocated for
procurement of these goods and services. PM & R and complementary DA
resources will be programmed to cover the remaining $450,000.

[€2x



G-23

Table G-1. Conmodities and Services for the Economic Policy Reform Program
in U.s. $

FY 1985 FY 1986 FY 1987 TOTAL

Start-Up (Local Hire)
LOCAL HIRE/PROCUREMENT

Interim Program Coordinator 20000 50000 - 70000
Commodities (a)

1 typewriter 1000 - - 1000

10 chairs 2000 - - 2000

5 desks 25900 - - 2500

3 tables 300 - - 300

1 xerox 3500 - - 3500

1 compaq 2500 - - 2500

1 printer 600 - - 600

supplies 5000 - - 5000

Allowances for staff (ine.: 1000 - - 1000

overtime, per diems)
Vehicle, POL - 13000 e - 13000
Start-Up Total 51400 -..50000 101400

Long-Term Services and Commodities:
8(a) CONTRACTOR

Program Coordinator ,150000 150000 300000

Computer Specialist 10000 33000 60000 103000

Short-term TA (unallocatead) - 60000 60000 120000

Short-term training 20000 20000 20000 60000

Computer Equipment

11 Micral 30°'s 30556 30556 - 61112

12 IBM-PCs (or compatib® 42000 - - 42000

12 Hard disk systems 42000 - - 42000

22 Dot-matrix printers 17600 - - 17600

11 UPS systems 11000 - - 11000
Related Computer Equipment

10 Work stations (DP6) 227.22 - - 22222

2 Cards for work stat. 2222 S - 2222

1 Auto cut-in power 1500 - - 1500

2 Split ACs 5000 e - 5000

Other equipment (to be identified) -500( - 5000

Freight @ 25% 43525 '888¢ o 52414

| €9



Software

19 Spreadsheet

19 Relation database mgt

19 Word processing

19 sStatistics pkg

19 Basic database mgt

19 Utilities

5 Econ forecasting

5 Financial analysis
Unidentified software

Computer Supplies, Journals
General supplies
Magazines and books

Spares, extras

PCU Management:
Supplies
Allowances for staff (inc,
overtime, per diems)
Vehicle, POL

Overhead (TA.training)_v’BO;
Contingency ean
Long-Term Contract Total

GRAND TOTAL

Technical assistance
Training
Commodities

G-24

12350
13300
9500
13300
5700
3800

5000
533

24000
33511

368619

420019

3500
3500
5000

5000
533

30000

5000
5333

3000
210400
57871
636582

686582

Note: By the conventional summary categor les,

30000
20000
312508

293000
20000
105311

Sub-Total

5000
534

30000

5000
5333

3000

232000
57087

12350
13300
9500
13300
5700
3800
3500
3500
5000

15000
1600

60000

15000
10667

6000

466400
148469

627953 1633154

627953 1734554

SEoaNSRooomamooTninms

270000
20000
48866

Contingency and

Overhead

GRAND TOTAL,

593000
60000
466685

1119685

614869

1734554
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ANNEX, H

THE GRM PERSONNEL REDUCTION PROGRAM

A. Overview

The weight of salaries in the national budget severely limits the amount of
flexibility that the Government of the Republic 'nf Mali (GRM) has in managing
its financial affairs. The structural adjustment. program associated with the
International Honetary Fund Stand-By Agreement begun in 1982, therefore, quite
rightly looked at the opportunities for containing personnel expenditures i

an effort to release revenues for other uses (principally reducing the overall
deficit and covering debt arrears). 1In 1983, for the first time in its
history, the GRM did not automatically employ all post-secondary sckool
leavers wishing to work in the Civil Service. In 1984, the rules applied for
entry into the Civil Service were stricter than they had been in 1983 and new
recruitments were well within the one billion FCFA limit established for the
"new recruitment payroll" under the terms of the IMF/GRM agreement.

While maintenance of the budgetary limitations on new hires will help to
control personnel expenditures to some extent, personnel expenditures will
continue to grow. Unless the revenues of the state grow significantly, such
growth is likely to pinch even further the budgetary allocations to non-wage
recurrent costs (equipment, operating expenses, etc.). This could have
serious consequences for the productivity of the public sector in providing
effective services. Already Mali ranks near the bottom of list which ranks
nations by the relative smount of their budget devoted to non-wage recurrent
costs vis a vis the wage bill. Anecdotal evidence confirms the reality of the
ranking and paints a picture of the chronic lack of supplies and materiels
with which Malian civil servants are expected to work.

An analysis of the options available to Mali shows two positive approaches
whicli can be taken to bringing the wages side of the budget equation into a
better balance witl the non-wage (or "materials") side:

First, the GRM could "privatize" some public functions. Several candidates
have already been suggested. The one which has been most fully developed is
that of veterinary services -- perhaps including technical services jn animal
production. A first draft issues paper has just recently come out of the
Ministry for Natural Resources (in which livestock services are located) and
will be the subject of much debate over the next several months. The medical
profession is another area which has received some attention. The problems
being debated have to do with the fear that public services delivery will
suffer to an unacceptable degree if there is no control on which and how many
physicians and midwives, for example, leave the public service. There is a
widespread view that all the excellent professicnals would establish.
themselves in private practice and all the mediocre ones would remain in the
public service. On the other hand, it has proven difficult to devise controls
which would ensure maintenance of adequate public services, are fair to
individual professionals, and yet dv not stifle all incentive among thsoe who
are likely to be able to successfully establish themselves in the private
sector.

1{€yx
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Second, tuiz GRM could encourage civil servants to retire early. This idea has
been debated for some time in Government circles and the time now seems ripe
for a pilot effort. During the course of EPRP design, in fact, a series of
discussions were held to bring the various ideas which had been floating-
around into some concrete shape. USAID/Mali participated in a number of these
discussions and asked some of the design consultants on EPRP to take a hard
look at various aspects of the emerglng program to assess whether in fact the
personnel reduction program had any likelihood of success. After a
substantial amount of debate and discussion of the issues, it is our
assessment that the personnel reduction program is sufficiently well-conceived
that there is a good possibility that it could be effective not only in
addressing the underlying budget structure problem but also for stimulating a
certain amount of growth in the private sector.

B. Reducing Personnel Expenditures: The GRM Personnel Reduction Program

The personnel reduction program as it is now planned focusses on voluntary
early retlrement of civil servants with between 5 and 14 years of service and
with more than 5 years left to go before retirciment. 1In order to put this
"voluntary early departure" mechanism into pla~e, however, the GRM has
determined that it needs to fulfill a certain number of preconditions for
success:

1. Physical verification of civil servants employment status

As part of the IMF/GRM Stand-By Agreements and with the assistance of the
UKDP-financed Administrative Reform Assistance project, the National
Commission on Administrative Reform (CNRA), the Ministry of Employment and
Civil Service, and the Ministry of Finance in early 1985 launched a program to
verify the presence and personnel records of all civil servants in Mali (the
controle physique des effactifs). Two study tours were made to Niger and
Senegal in order to share their experience in conducting similar verification
programs. The Senegal mission was felt to be particularly useful both for
conceptual and operational reasons. The Mali program proposal drew upon these
experiences and took into account plans already developed by the CNRA for
improvements in computerization of the GRM payroll and the establishment of
organizational charts and position classification and descriptions for all
public agencies.

The program for physical verification of civil servants' employment status
thus included two phases: first, an examination of all personnel files by the
Central Personnel Bureau to establish a list of all employees by national
agency budget office (CAF) and by regional payroll office; and second, an
actual verification of the presence of each employee and his/her employment
stalus.

Two sub-commissions were set up to conduct the verification exercise. An
administrative sub-commission was charged with the identification of each
employee and checking him/her against the personnel file documents; a
financlal sub-commission was to carry out a salary payment on the basis of the
verified documents, with the approval of the adminsitrative sub-commission.
Both sub-commissions are scheduled to complete their work by mid-1985.
Contentious cases were identified and procedures were set in motion to
eliminate names of employees who could not be found from the master payroll.
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It is intended to maintain a spot-checking procedure in the future in order to
ensure continued verification of the personnel records.

2. Computerization of the payroll

Once the parsonnel files for all civil serrvants have been verified and/or
modified as necessary, the objective of the GRM is to computerize the process
of salary payment at a central Payroll Office located in the Ministry of
Finance. The National Commission on Administrative Reform has been key in
developing the systems and procedures needed to realize this objective. A
tesl of Lhese systems and procedures has been set up (with the payroll of the
President's Office) and has been operating in parallel with the manual system,

On this basis of this test, CNRA sta’f used a PERT analysis to develop a
detailed plan for natj:r'riZe payroll computerization (Stoop and Tonglet, May,
1985}, Nine separate agencies or units of the GRM are to be involved in the
implemenlation of six separate phases of activitiy, the result of which will
be complete automation of the payroll process. Critical elements of each of
the six phases are summarized below. It should be noted that the timing
developed in the PERT planning exercise was keyed to the acquisition of
computer equipment. Since computer hardware, software and supplies for the
Central Payroll Office are to be part of the goods and services financed with
the initial tranche of EPRP funds, timely acquisition and installation of
these materials is of critical importance to the execution of the payroll
automation process.

Phase 1: Use of the physical verification exercise results

All provisional results of the controle physique des effectifs
available in Bamako by July, 1985:

. Preparation of final list of civil servants; data entry

. Presentation of results to GRM in form of reports; recommendations
for future steps to be taken

Improvement of all payroll departments’ handling of the verified
information for keepins, them up-to-date, making corrections, and
using them for improved management

» Establishment of the new payroll procedures: designation of the
central Payroll Department in the Ministry of Finance as solely
responsible for the computerized payroll, with oversight from the
Cabinet of the Ministry of Finance;

. Utilization of the results by the National Civil Service Department
will be: keeping up-to-date on upcoming retirements and on other
employees who leave the Civil Service; clearing up irregularities
noted in the controle physique; and ensuring that those employeau
already past the retirement age are retired.

[{%x
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Phase 2: updating basic payroll computation information and methods of

calculation

Elaboration of a plan for calculating the payroll, including coding
instructions for all allowances and bonuses, methods for handling
payments to employees in training, and necessary conversion and

adjusitment factors;
Establishing standard base tables for payroll computation
1nstalling and adpating the present test program

Adding the Ministry of Plan to the test program and operating it ‘in.
parallel with the normal manual system

Phase 3: Establishment of the complete payroll database

Data entry

Verification of all data entry by national and regioﬁai payroll:
departments o

Error correction and establicshment of a regular system of
verification and correction

Phase 4: kstablishment of the automated payroll system

Development of documentation for system, including measures for
modification and correction, integrating the results with the budget
accounts for personnel, verification through the Treasury, and
prepacation of various reports:

Phase 5: Parallel operation of the new system

Development of a timetable for use of new system
Training of CAF and Treasury personnel in the new évééeﬁ
Continuation of the two test programs

Progressive implementation of parallel systems at the. national level
followed by parallel operations ai the regional level '

Phage 6: Generalization of the new system

Final adaptations of systeme on basis of paralie1 exper1enqe
Final documentaion of systems and procedures

Gener-alization of system as unique legal system of payroll for
national organizations and at regicnal level

Development of relationship between the new payroll system and the
overall personnel management system of the Civil Service Agency.
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3. Concucting an agency/position classification survey

The cadre organique effort was approved by law (Ordinance No. 79-9 of January
19, 1984) in order teo provide the basis for improved manpower planning for the
Civil Service. Through tne establishment of organizational charts for every
public agency and service, a survey of all rositions preseatly filled and
thought to be vacant, and the development of postiion descriptions, it is
hoped that the number and quality of empioyees necessary for effective
functioning of the public sector can be determined. Recruitments will then be
made on a more factual basis than at present.

The CNRA was tasked with developing a procedure for establishing the cadres
organiques and has done so on a pilot basis for the payroll departments in
various ministries and for the regional oeprations in the Region of Koulikoro
and the Cercle of Kangaba. Ultimately, at the national level, each service
will be repsonsible for establishing its own cadre organique. This will then
be reviewed by the Ministry of Plan and the CNRA. A final version will then
be developed and propesed for approval by the Council of Ministers. The
regional Governnrs will be responsible at that level for the initial survey
and establishing the organizational charts and position descriptions. A
similar review process will follow.

While the logic of the cadre organique process as the basis for rational
manpower planning cannot be denied, there is apparently some concern that
there will be a tendency on the part of the various government agenciies to
overstate their personnel requirements and to suggest further increases in the
number of civil servants. It is hoped that the several reviews of the basic
cadrgs will alleviate this tendency and result in realistic appraisal of
public sector personne) needs,

A decree stating the conditions and procedures for the development and
management of orgs .cational charts and position classifications and
descriptions was darafted by tne CNRA on the basis of their pilot efforts and
was passed by the Council of Ministers. The decree establishes a timeframe of
two years £5r all cadres organiques to be completed and reviewed.

4. _Computerization of the budget, including the application of a new budget
classification system

At presen%, the budget planning and tracking process of the Government of Mali
is fairly rudimentary. Only minimal computerization of certain accounts has
been possible to date, with the assistance of the IMF. Improving budgetuary
management and decision-making on budget allocations clearly requires
expansion of the computer capacity of the Ministry of Finance's Budget

Office. The Treasury (also in the Ministry of Finance) is only slightly more
advanced, as it is shortly to receive (through a grant from France) a
mini-computer of its own. There is, however, no linking between the Budget
and Treasury systems at present. (The basis for making this link ia the future
is discussad in Annex G.)

[70x



H-6

Again, the CNRA was charged with looking into the possibility of improving
budget management and reporting and has developed a sustem of budget coding
and clissification which will permit both more detailed and more
funclionally-oriented budget analysis and moniotoring. The proposed coding
end classification system has been tried on a pilot basis in the Ministry of
Rural Development and provides, to those interested in the budget allocation
and expnditures, a distinct improvement over present reporting procedures. It
appears as though it would require little additional effort on the part of the
administrative and financial divisions of the various ministries although it
depends upon considerably expanded computer capability in the Ministry of
Finance if it is to be used effectively by decision-makers.

5. The Voluntary Early Departure Program

The issue of actually discharging civil servants should the cadre organique
exercise demonstrate the "plethora" cf civil servants which many feel exists
has nol yet been officially discussed. However, forcible reductions in
force are, as was noted above, a politically unpalatable solution to the
budgetary structure problem as a whole and it is unlikely that even detailed
illuslration of excess numbers of personnel in certzin areas will increase the
acceptability of this solution. Thus, the basic approach endorsed by the GRM
as a possible way to address the critical problem deriving from the heavy
weight of personnel in the government budget is that of encouraging civil
servants to leave voluntarily,

Even this solution is not without its problems for the GRM, however. Civil
servante are entitled tc severance pay and to their accumulated retirement
benefits. Any substantial number of applications to retire early would
require the GRM to come up with even more personnel funds in the short term
and would at least temporarily throw the budget structure even more out of
kilter. The possibility of using EPRP funds to ccmpencate for non-wage budget
expenditures while a voluntary personnel reduction program is launched was
thus an attraztive one and encouraged the GRM to develop a progam which has
the potential to engender the kind of budgetary savings needed to support a
sustainable change in budgetary allocations.

The Voluntury Early Departure Program (VED) planned by the GRM consists of two
integrated components: (1) a severance pay program, combined with a pension
guaranlece scheme, to provide short term income security and a source of
investment capital; and (2) the establishment of a Credit Guarantee Fund and a
Feasibility Study Fund to facilitate acceucs to c¢credit to finance former civil
servant's efforts to find -- or create -- employment in the private sector.

The challenge for the GRM planners has been %o devise a program which is both

cost-effective and affordable, encourages enough but not too many civil
servanls to leave, and has the desired long-term effect on the wage bill.

(a) Criteria for Eligibility
In order to increase the attractiveness of the departure program and to

simplify administration, the GRM has determined that the criteria for access
to the advantages of the program will be limited to the following:

1



- Malian nationality.

- Regular civil service status and on the budgetary rolas for at least .
five straight years. ’

- More then five years away from retirement.

- Resignation from the civil service in order to benefit from the
program. ’ ‘

(b) Estimating the Humber of Participants

Because of the lack of past experience with voluntary early retirement
programs in Africa, one cannot accurately project the number of civil servants
who might choose to leave governmeont service in respense to the incentives the
GRM can afford to make available. Two surveys conducted to explore this
question in recent years provided widely-varying, strictly notional estimates
(SNZD, 198%4; Karmiloff et al, 1984). Civil Service interviewed were not
prepared to giove measured responses,however, and responses to ¢ .estions about
levels of severance pay whicl would give civil servants incentives to leave

(as opposed to the strict minimuf‘required by law) were in the realm of fantasy.

Thus, in establishing a planning figure, several factors were taken into
account. First, the present opportunities for employment and investment in
the private sector arc considered to be somewhat limited due to existing
policy/institutional constraints and to the economic impact of the prolonged
drought. Second, while the planned regulatory and tax reforms are expected to
have an immediate positive psychological impact, sufficient time must be
allowed for their implementation by the GRM, and th~ir understanding and
application by the sector. Third, lacking experience with VED--type programs,
the implementation requirements cannot be preci: 'y predicted. Thus an
initial learning cycle iz needed to work out ti._ bugs.

All of these factors support limiting the size of this initial program. A
first thought was to specify the levels and qualities oi personnel who would
be permitted to retire early. Unfortunately, until the cadres organiques are
completed, there is no rational basis for doing this. At the same time, the
advantages of involving a sufficient number of participants with a wide range
of experience with respect to the types of employment sought and realized,
investments planned and carried out, the level nf success desired, were
realized. 1In addition, it was felt that the size of the program should be
sufficiently large to provide a measurable impact on the personnel/materiais
expendilure ratio. These factors -- plus the very favorable financial returns
(described in Annex D) which the GRM can realize under the VED program -- also
indicated o larger program.

Having taken the above factors into account, the GRM has set as an initial
objective, the departure of 200 senior civil servants (from category A), 200
from category B (mid-level), and 200 lower-level personnel from category C,
over a two t5 three year period.
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(c) Severance Payments and Pension Guarantee Scheme

In order to achieve this projected reduction in numbers, sufficient benefits
must be offered to civil servants who might be interested in leaving the
public service (1) “o replace the loss in salary they will experience during
the time needed to find new jobs in the private sector or to generate income
from new ertrepreneurial activities, and (2) to provide them with at least
part of the capital which wculd be required by banks considering financing
cheir ps investment proposals.

While individuals in the Civil Service have a wide range of salaries, even
within categories, due to family allowances, seniority, and position
differences, it was decided to set VED program severance pay by category, with
the amount offered proportional to the average salaxy in that catagory.
Besides simplifying procedures, this arrangement increases the incentives for
those civil servants in each category who have the least senicrity, and
therefore the lengthiest anticipalted stream of salary payments. Further, this
approach avoids issues that could arise if significant deviations from
existing pay scales were to occur under the program. Ttus, the amount of
severance by category has been set as fullows:

4.0 million FCFA ($8,890) for Category A
2.5 millicn FCFA ($5,560) for Category B
1.7 million FCFA ($3,780) for Category C

Civil servants participating in the VED program will also receive retirement
benafits in accordance with their current entitlements based on the following
formulee:

. Participants having more thin 5 but less than 15 years of civil
service will receive in a lump-sum payrment the equivalent of all
personal contributions made to the Malian Retirement Fund (Caisse
Malian de Rotraite, CMR) as well as those made on their behalf by the
Government. This amount is estimated to be 980,000 FCFA ($2,188) for
civil servants in category A, 580,000 FCFA ($1,290) for category B,
and 420,000 ($930) for category C.

. GCivil servants having nore than 15 years of service (and still more
than 5 years before mandatory retirement) will be guaranteed their
full pensions when they reach retirement age. The GRM will continue
to pay contributions for these participants into the CMR. At thle
mandatory retirement age, they will be eligible for the same pensions
they would have received had they remained in the Civil Service.

These payments are considered to be the sum of GRM responsibility for those
civil servants choosing early retirement. It will be up to the retirees
themselves to take tne initiative in finding new jobs, either in ongoing
businesses or by starting up their own. Although some of the policy, tax, and
regulatory reform measures being undertaken in conjunction with the EPR
program will improve the climate for private sector investment and
employment, it is still likely that retiring civil servants will have to
overcome problems of markets, credit availability, technological and
managerial know-how, and information.



(d) The Loan Guarantee Fund

For those ex-civil servants wishing to enter into private business, either
alone or in association with others, the question of financing is perhaps a
principal one. The severance pay and reimbursed ‘pension funds will address
this constraint to some extent. But it will be the responsibility of the
potential entrepreneurs themselves to seek out the additional funds needed,
either through informal credit networks or from the public and private banks
in Mali. While a certain number of civil servants already appear to have one
foot planted in the private sector, the secure salaries which they receive
help to compensate for the some of the risk they incur in developing these
private enterprises. Retirement will change this situation and may make them
even less attractive borrowers from the viewpoint of the Malian banking
sector.

Tne state-owned Malian Development Bank (BDM) is presently the largest lending
instituticn in the Mali but also the one with the leas: lendable respurces and
the largest amount of debt arvears and bad debts on its books. It is also less
interested in small-scale lending than other banks. The Natiomnal Agricultural
Development Bank (BNDA) is a more recently -established public bank and has
learned from the BDM experience; BNDA is a cautious lerding institution and
has expanded its portfolio slowly. The private banks (BIAO, BMCD, and BOAM) ,
of course, are responsible f.o their stockhclders. They seem to be capable
credit managers and have profitable loan portfolios at the present time, but
they are chary sbout extending high-risk loans tor medium- to long-term
investments and prefer to invest extra rescurces in mcney markets operated by
the Central Bank (BCEAO). While both public and private bunks aras interested
in playing a role in expanding the vitality of the private -~ector ia Mali,
they are understandably concerned to do so with limited risy.

Therefore, to provide further incentives to retire early, and as a mesns of
ensuring that entrepreneurial rotirees are succes3ful in establishing
businesses and generating more productive employment in the private sector,
the GRM proposes to facilitate their access to formal credit and banking
services by establishing a Credit Guarantee Fund.

The Credit Guarantee Fund will cover part of the risk the lender wnuld incur
in lending to VED program participants. The Fund will be established in the
amount of 900 million FCFA ($2 million) at the Central Bank of West Africa-
Mali (BCEAO). Fifty percent of the credit extended by the public or private
banks to former civil servants who have taken advantage of the VED program
will be guaranteed, up to a maximum per participant of 5 million FCFA
($11,10C). In the case of loans involving several participants, tne ceiling
will be multiplied by their number. The estimated amount of the guarantae
fund (900 million FCFA) is based on the assumption that a maximum of 180 ex-
civil servants out of a total of 60C will fulfill the conditioms necesgary to
obtain a bank loan., It is further assumed that each participant will receive
the maximum level of guarantee 5 million (FCFA).

The Credit Guarantee Fund will be managed by the Central Bank of Mali

(BCEAO). All Malian banks will be eligible to draw on the Fund to cover loans
made according to standard lending criteria. Loans guaranteed by the program
will correspond to the BCEAO eligibility criteria for preferential rates for
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small and medium enterprises. Any industrial, agricultural, commercial or
service enterprise will be eligible for guarantee coverage. The lending
institutions will determine credit terms for each loan according to their
standard practice, within the guidelines established by the BCEAO. The total
amount of credit extended under this program will be part of the credit
ceiling established by the BCEAO. To the extent that private lending oanks
can qualify for preferential refinoncing rates, they can benefit from BCEAOD
refinancing facilities related to these loans.

The amount of the guarantee for an eligible loan will be deposited by the
BCEAO in the lending bank wher the BCEAO determines that the loan corresponds
to the gener:\ conditions established for the Credit Guarantee Fund. The bank
of deposit wiil be free to use these funds as part of its normal deposits and
w7111 pay interest to the BCEAO at an agreed-upon rate of int=zrest.

Potential entrepreneurs will be responsible for taking the initiative in
presenting their loan proposals to the bank of their choice and in assuring
that the technical and financial aspects cof their prospective enterprises are
adequately studied. Potential lending institutions will be responsibie for
reviewing feasibility studies presented prior to offering loans. There are a
limited but adequate number of firms and individuals in Mali capable of
preparing feasibility cstudies for ent:iepreneurs, including a few supported by
other donors.

(e) The Feasibility Study Fund

To ensure that VED participants prepare adequate feasibility sbudies and are
eligible for credit at both private and public banks, a Feasibility Study Fund
of 150 million FCFA will also be established by the GRM. The fund will
provide up to 50 percent of the cost of feasibility studies, up to a ceiling
of 250,000 FCFA ($560) per applicaut. However, as with the Credit Guarantee
Fund, in cases of joint projects involving several participants, the ceiling
will be multiplied by their number.

Access to Feasibility Study Funds (FSF) will be through the potential lending
institutions. VED participants will be expected to present their project
ideas to the bank of thair choice and will be free to select the
orgauvization/individual of their choice to prepare the required feasibility
study. If that lending institution states that it is, in principle, prepared
to consider financing the proposed project subject to the completion of a
detailed feasibility study and approves of the study outline and cost
estimate, funding will be made available from the Fund. Upon completion of
the study, the bill for carrying it out and the study itself will be presented
to the bank. If the bank does in fact grant a loan on the basis of the
study, 50 percent of the costs of the study (up to a maximum of 250,000 FCFA)
for which the participant is eligible will be included in the total amcunt of
the loan granted. If the bank decides the project is not creditworthy, the
FSF will simply reimburse the amount for which the participant is eligible.

The global amount of the FSF is based on the assumption that about 500
ex-civil servants will apply for study funds. It is further conservatively
assumed that each wili apply for the maximum individual amount (250,000
FCFA). To the extent that the studies result in loans, of course, the number
of participants using the FSF can be increased,
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6. Within-government transfer ef civil servants

Given the lack of ectablished staffing patterns (cadres organiques) in the
public sector, official vacancies in the civil service do not exist. When
department heads feel a new program requires new personnel, rucruitment is
done informally through personal contacts or through new birings.

In initial planning for the Voluntary Early Departure program, it became
apparent that the lack of a mechanism to facilitate trensfers within the
admlnistration mighi pose o constraint. If civil servants wished to take
early retirement, but their superiors felt that the job they were doing needed
to be done, for example, the superiors would be justified in refusing to
accept an early retirement application unless they could locate someone with
similar qualifications to fill the post.

The Ministry of Employment has been asked to luok intc this issue and to
consider ways in which it might be handled. So far, no firm options have been
proposed.

7. _Hiring Limits

As was noted above, perhaps the most significant cause of the growing weight
of personnel expenditures in the public budget has been the poiicy of
automatic hiring of all post-secondary school graduates. At independence,
Mali had few university students. It thus was natural for the GRM to place a
heavy emphasis on training people to fill the upper echelons of the state
bureaucracy which had bezen vacated by French colonial officials. To speed up
this process and to encourage recent graduates to enter gevernment service,
not only did the GRM expand existing post-secondary institutions in the
country, but they also offered scholarships to students studying at hone and
abroad and provided job opportunities for all graduates. As long as the
aunbers were small and the needs for trained Malians high, this policy did not
pose major problems.

A major study of Mali's manpower needs from 1975-1985, howvaver, showed that if
the trend was continued, there would be a surplus of graduates at higher
levels, creating a situation in which the ratio between higher (Category A)
and medium (Category B) civil cervants would deteriorate from a more or less
acceptable 1 to 3 ratio to a 1 to 1 ratio (Pierot, 1975). Unfortunately, no
action was taken as a result of the report and the predictions have become
reality.

In 1983, however, the GRM finally took steps to address the problem and, for
the first time, introduced a competitive examination for entry into the Civil
Service. The first year, the program was not managed as well as it should
have been and it was, predictably, criticized. The exam system was retained,
however, and in 1984, the targeted number of entrants was more carefully set
using the budget guidelines for new recruits established in the IHF/GRM
Stand-By Agreement, the passing grades were determined in advance, and both
factors were used as criteria for determining entrance. This process is
described in detail in Annex F.

There is now some evidence that students are reluctantly beginning to adapt
their aspirations to current realities. A recent survey (ENA, 1985) of
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National School of Administration indicates that they are no longer as
snaguine about getting jobs in the civil service as in the past. Thus, the
level of expectations has begun to go down and has led many students to look
outside the public sector for employment.,

What the GRM will use as budgetary guidelines after 1985 for controlling new
hiring is not yet known. The IMF Agreement stipulated that the ceiling on the
"new hiring" line in the budget would gradually decline from 1.25 billion FCFA
in 1983 to cne billion in 1984 to 750 million in 1985. The Agreement was,
unfortunately, not as clear as it could have been on the method of calculation
of new hiring budgetary requirements. There appears to have been a
possibility that some new civil servants were hired toward the end of the
fiscal year, for example, rather than at the beginning as was intended. Due
in part to normal delays that occur in the recruitment process, the number of
recruits that can be hired during given year can exceed the number implied by
the budget ceiling. This occurs because the actual salarics earned by new
recruits hired late in the year are less than a full year's salary. For
exanple, if hired six months into the current fiscal year, two new recruits
with equsl salaries could be hired within the annual salary level of one cf
them. The net result is that in subsequent years, the wage bill of new
rocruits hired in the current year could substantially exceed the "ceiling"
established during the current year.

Nevertheless, as described above, the GRM has achieved impressive results in
limiting the number of new recruits under successive Stand-By Agreements with
the IMF. Since 1980 that number has been reduced from over 2000 to about 1300
per year. It seems reasonable now to look for even greater restrictions on
entry. The IMF is presently requesting a complote freeze on new hires in
1986, but this is likely to be unsustainable even if it is accepted by the GRM
as a condition for a one-year Stand-By. More reasonable ceilings are probably
in the range of 1100 individuals in 1987 and 800 in 1988.

In order to better reflect the real budgetary impact of civil servant
recruitment policies, however, it is suggested that the GRM use budgetary
analyeis rather than the simple target-ceiling numbers as the basis for
determining annu#l recruitment levels. It is proposed, therefore, that the
GRM establish a total-cost-of-recruitment rule that requires ministries to
take into account the salaries of new recruits during un entire year. The
recruitment ceiling will be based on this set cost which will be calculated in
the following way:

(A x 250 + Bx150 + C x110) x I

where A is the number of admitted candidates in category A; the figures refer
to the average salary level of a new entrants (expressed in index points); and
where X is the value of an index point. (NB: The base salary of a civil
servant is obtained by multiplying his/her index level by the value of the
index point which is set by decree.)

8. Personnel Contrcl Measures

Thz Voluntary Early Departure Progiam implementation will require the GRM, for
the first time, to use its centralized payroll and personnel records as a
contreol against people re-rentering the Civil Service. The mechanisms for
this have not yet been worked out, but the Ministry of Finance and Ministry of
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Employment and Civil Service will need to coordinate efforts to ensure that
those civil servants who have benefitted from the severance pay and other
measures are not re-admitted to Civil Service cmployment.

9. Adjustments_in the personnel reform program

As was already noted above, the GRM has conceiveéd of the various elements of
the personnal reform program in a learning mode. Many of the program targets
nave been set on the basis of educated guesses, but will not be proven until
they have received wider consideration by the civil servants they are intended
to affect.

The CNRA will obviously play a key role of observer in the process of
personnel reform. All the other minstries and units involved in the
computerization of the payroll, however, will also be in a position to monitor
progress and to suggest revisions. Because the success of the personnel
reform program underlies the progress which can be made in restructuring of
the public budget, the EPRP Program Coordination Group will be asked to
monitor the program and, to the extent possibtle, to participate in the
discussions of posnible revisions. There will be a feedback effect on the
implementation 0% both the tax reform and budget restructuring programs; this
is likely to reguire subztantial insight into cause as well as effect.

¢. _The Privatizution of Public Entevprises

The GRM also plans to extend some of the concepts involved in Civil Service
personnel reducticns to the process of privatization of public enterprises.
Under the terms of the previous IMF Staud-By Agreements, the three public
enterprises incurring the greatest logses (SOMIEX, COMATEX, and AIR MALI) were
required to discharge about 1000 enployees in an effort to stem the flows of
red ink. Under time pressure, the ORM carried out this measure at some
political cost. A new project of public enterprise reform and rehabilitation
is now scheduled to begin with World Bank funding within %he next year. The
feasibility study for this project (Rapport P & A) provided an overall
diagnosis of the sector and divided public enterprises into three categories:

enterprises requiring fine-tuning;

. enterprises requiring major rehabllitation or further study as to
their long-term viability; and

. enterprises to be closed or privatized if private partners could be
identified. ‘ '
The World Bank-supported project provides for a series of actions, all of -

which are highly complementary to those supported by the EPRP:

. privatizing, liquidating or otherwise spinning off ten public
enterprises;

rehabilitation of five enterprises; and

. policy and institutional reform aimed at changing the institutlonu.
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links between the GRM and the public enterprises to provide for
greautar menagerial and financial autonomy as well as greater
mccouncability, to establish criteria to be met prior to creating or
investing in public enterprises, to improve the payments system among
the public enterprises and the GRM, and to remove tax provisions
discriminatory towards public enterprises.

While the implementation of these plans is not likely to be officially begun
before July, 1986, the World Bank will provide technical agsistance to the
Ministry of Plan (which will be the executing Ministry for the GRM) to permit
certain actions to get underway in the short term. In addition, the Ministry
of Tutelle for State Enterprises is actively engaging in discursions with
potential private sector buyers for thoso enterprises targeted for
privatization or closure. However, the private sector representatives
interested in purchasing public enterprises are only interested in doing so on
condition that they are not forced to emplcy the tctal number of employees
currently in place. The Xinistry of Tutelle,therefore, must develop and
negotiate # personnel reluction plan for these public enterprise employees.
The GRM has thus decided to implement a progr-am for such personnel reduction
which shares some features of the woluntary reduction program it intends to
put in place for reducing the aumber of civil servants.

It is proposed that financing will be provided to pay of the level of
severance pay required by the law (about 150,000 FCFA), but to provide some
support for private sector re-entry in the form of access to a Credit
Guarantee Fund and a Feasibility Study managed by the BCEAO in the same way as
for the VED Program. Acce3ss to credit has been a problem encountered by some
of the personnel discharged from Air Mali last year and this approach may
provide the kind of assist that was lacking at that time.
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ANNEX I

THE PROGPRAM COORDINATION UNIT (PCU)

A. Overview

Before signature of the Program Agreements (see Anmex J), a Program
Coordination Unit (PCU) will be established within the Ministry o7 Finance. It
will include a technical assistant recruited by USAID and two Malian
professional staff members appointed by the Ministry of Finance. The general
role of the Unit will be to facilitate continuing coordination between USAID
and the GRM and to assist in follow-up' and periodic evaluation of
implementation of the two Program components. In the early stages of the
Program, however, it will also be necessary for the PCU to assist in the
procurement of goods and services from the U.S. (computers and associatcd
technical services) and to establish the PCU office.

The PCU's initial functions for the first six to eight months of the Program
will be: (1) to supervise procurement of goods and services to be acquired
with the initial Program disbursement; and (2) to monitor GRM progress in
fulfilling the conditions precedent of the EPRP ir a timely manner,
particularly with regard to computerizing the payroll by the end of Mali FY
1985 fDecember 31); installing a new system of budgetary classification by
Mali FY 1985; and following the organization/job classification (cadre

organique) process.

Preparation for the first GRM/USAID joint review will be the final task of the
initial phase of the ¥CU function. These joint reviews will be the basis for
USAID determination that conditions for disbursement of each trancha (three
for the tax reform component and tws for the budget. restructuring component)
have been met. It is anticipa’.ed that the reviews will be held at the end of
the calendar years, i.e., just pricr to the beginning of the GRM fiscal year
on January 1. Two series of review sessions will be held: technical and
Program. One technical review will be conducted for each component of Program
activity; the Program review will draw on the technical reviews and address
broader policy as well as implementation issues.

The Program Coordination Unit will be responsible for planning and organizing
all review sessions, including the preparation of background documents,
special studies, and suimmaries on progress indicstors as well as handling the
logistics and management of the sessions. The PCU will involve short term
technical assistance or local consultants as required.

After the first conditional disbursement of funds, the PCU should be able %o
operate at a slightly less urgent level of activity. On a more continuous
basig, the PCU members will be expected to:

communicate progress and problems to the Minister of Finance or his
designate or a regular basis;

report regularly to the USAID Project Offico regarding the progress
in implementing the various measures specified in the EPRP Program
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Agreement as conditions precedent or as policy reform measures agreed
to under the program;

. prepare all documeritation necessary for joint GRM/USAID review of
progress one month prior to each planned disbursement of funds;

. carry out the necessery policy studies, assessments,
seminars/workshops to facilitate the planning and implementation and
evaluation of policy reforms;

. monitor the issuance of any administrative decrees required for
policy implementation; and

. noordinate inter-ministerial and joint GRM/USAID reviews and
evaluations of the policy reform program.

Finally, the PCU will be required to assist in designing and negotiating
Program modifications. Since this is an important and sensitive task, the
factors involved are presented in riore detail in the following section.

B. The PCU Role in the Program Modification Process

The joint review process described above will identify what ne~is to be done,
but there is likely ‘o be a certain amount of technical consultation and
drafting of agrzements before the modification can be considered to be in
place. It will be the job of the PCU to ensure that Program modifications are
carried out in a timely, professional way.

The modification process will be set in motion by any one of a number of
possible events:

. complete non-fulfillment of a condition precedent by the time
anticipated and little likelilrood of it ever being fulfilled;

a change in the rate of exchange between the dollar and FCFA, which
will change the relationship between Frogram assistance and GRM costs
in carrying out specific reforms, e.g., tax reform;

. partial fulfillment of a condition precedent with certain elements
likely to be outstanding for some time;

external economic events, which could have an unforeseen impact on
the national revenues or expenditures;

. political backlash or one of the reform programs; or
modulation of the pace of execution in a program.

While the event may be obvious, what should be done to modify the EPRP
objectives, pacing, allocation of financial support, or conditions will not
be. Thus, it will be up to the PCU, in liaison with the Ministry of Finance
and USAID, to develop (in writing) the rationale for any modification, to
suggest ways in which the modification might be handled, and to indicate what
it implies for the overall attainment of the Program purpose. If the need for
a modification is identified during the preparation of the annual joint
reviews, the PCU should write up the above-mentioned points as much as
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possible so that the technical and Program review commissions can consider the
proposals. If the need for the modification emerges from the joint reviews,
the PCU may have to organize a special follow-up meeting with concerned
parties to review the document prepared. If the modification is slight, it
may be enough simply to circulate the document and note responses in a
follow-up memo. [;n all cases, USAID/Mali will be responsible for formal
modification of the PAAD to the extent required.

C. Budget and Staffing

The operating cost of the Unit, including the services of the expert, the
allowances and per diems for the two staff members, and the necessary
squipment and materials, will be cvivered by the Program. The Ministry of
Finance will provide an office and necessary logistical support. Terms of
reference for the Unit and a monitoring and evaluation system will be the
subject of a detailed agreement between the GRM and USAID before the Unit is
actually operative.

It is intended to hire an initial Program Coordinator locally to head the PCU
for a period not to exceed one year. This initial Program Coordinator will be
experienced in Malian administrative systems in the Minstry of Finance and the
Ministry of Employment and Civil Service and will:

. carry out local procurement of office equipment and supplies for the
Program Coordination Unit (typewriter, telephones, a photocopier,
memograph, chairs, and normul office supplies (paper, pencils, ete.)
(See procurement list in Annex G). These shelf items will be
procured locally;

. assist the Mission in arranging for an American firm to carry out
"procurement services" pertaining to purchase, burn-in, delivery,
installation (including local training) of computer equipment for the
Central Payroll Bureau, the Budget Division, and the Department of
Internal Revenues in the Ministry of Finance; and

. in collaboration with the Malian PCU members, prepare both operating
guidelines for the PCU and a written monitoring and evaluation plan.

It is intended to select competitively a U.S. firm to provide a long-term
technical assistance as well as follow-up procurement of computer materials
and training services. If a firm can be identified which can provide
satisfactory staffing and backstopping for both general Program coordination
and computer services, then one firm will be selected. If no firm has the
capacity to do both, then it is possible that an IQC firm will be sought for
the short-term computer services and another, possibly 8(a) firm, for
sustained coordination services.

The long-term Program Coordinator will be employed for a two-year period.
This Coordinator will be supplemented with short-term assistanze (six
person-months) as needed to support monitoring and coordination activities of
the PCU (e.g., budget specialists, tax reform specialists, computer training
or progremming specialists, etc.). The Automation Specialist, who will be
attached to the PCU but will be specifically charged with computer
installations, training, and supervision rather than general Program
monitoring and coordination, will be responsible for follow-on equipment and
supplies procurement, both locally and in the U.S.

The authorized source and 'rigin for commodities will be geographic code 941.
It is essential that all technical assistance be in Bamako, Mali by March 1986. ’5!ZK
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In order to (1) assure adequate overlap between the initial Program
Coordinator and the long-term Coordinator (whose responsibilities wiil be
comewhat broader), and (2) initiate timely procurement of program commodities,
the necessary PIO/T will be issued within one month following the signing of
the Project Agreement. These will provide for (1) the long term (two years)
assistance of a Program Coordinator and an Automation Specialist familiar with
microcomputer applicaticns in personnel management, budget management and
program evaluction/monitoring systems, %o carry out the tasks outlined in
Section D below and in Annex G; and (2) the procurement (on a commission
basis) of the equipment and supplies listed in Annex G.

D. Scope of Work: Program Coordinator, EPRP Program Coordinating Unit (PCU)

1. The continuing responsibilities of the Program Coordinator are to:

Manage the PCU Office in the Mlinistry of Finance, supervising support
staff, ordering adequate supplies, etec.

Monitor GRM progress in fulfilling the conditions precedent of the
EPRP in a timely manner, that is:

-~ computerizing the payroll by the end of MFY 1985;

~- installing the new system of budgetary classification;

-- conducting the analyses noeded to establish a detailed plan of
action for tax reform at the end of each MFY;

-- completins the organization/job classification (2cadre organique?)
process; and

-~ comnunicating progress to the Minister of Finance or his designate
on & regular basis.

. Report regularly to USAID/Bamako project manager (Program Economist
or designate) regarding the accomplishment (or problems with the
accomplishment) of various measures specified in the EPRP design
either as conditions precedent or as policy reform measures
supported.

. Prepare, in collaboration with the GRM members of the PCU, all the 
documentation necessary for a joint GRM/USAID review of progress two
weeks' prior to each planned disbursement of funds.

to:
. [Establish office facillties for the Program Coordinating Unit:

-~ carry out local procurement of goods and services as necessary, in
accordance with accepted USAID/Mali precurement procedure (completed
by Sept., 1985); and

-- set up office management procedures which will permit effective
monitoring of PCU-related expenditures and effective use of
personnel assigned to the PCG by the GRM (completed by October,
1985) .

2. Specific responsibilities in the July, 1985 - December, 1985 peribdfﬁiiifﬁpf
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Assist USAID in the procurement of other goods and services needed to:

computerize the GRM payroll and the budget (orders placed before
October 1, 1985);

install the new GRY budget classification system; and

prepare a detailed action plan for GKM fiscal reform in MFY 1986 (by
the end of October, 1985).

Maintain a day-to-awareness of problems and progress, communicating
findings on 2 periodic basis to USAID/Bamako and/or the Minister of
Finance; specifically,in this period,

liaising with (and contributing as needed to) the CRRA, Ministry of
Finance, and Fonction Publique efforts in planning the voluntary
early retirement program and developing detailed implementation
plans;

liaising with the Ministries installing the new budget
classification and coding system and contributing as needed to
effective adoption of the system; and

liaising with (and contributing as needed %o assist) the Budget
DPivision of the Ministry of Finance in the computerization of the
public sector payroll.

Develop an evaluation plan and begin the process of generating
and/or accumulating the data needed to evaluate project
achievements, specifically:

the payroll computerization process: numbers of individual records
entered; development and application of vpayruoll modification
procedures; numbers of checks prepored with automated system on a
monthly basis; number of personnel trained and effectively using the
equipment; turnaround tima from entry of payroll modificacion
information to effective integration into the entire system
(Finance, Public Service Commission, and Treasury);

Plans and preparation for the launching of the voluntary

retirement program: numbers and kinds of publicity efforts; numbers
and kinds of civil servants submitting Expressions of Interest (by
age, seniority, sector, sex, professionel training, and expected
future employment);

devolopnment of systems and procedures for establishing the Credit
Guarantee and Feasibility Study Funds;

ar ‘jcation of new budget management systems end procedures

(i :luding dates of installation of computer equipment, numbers of
staff completin- training, and use indicators for the new budget
classification); and

1 %4
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overall GRM participation in the EPRP-related nfforts.

. Report to USAID/Bamako on a weekly basis results of monitoring
activity; and

. With PCU colleagues, prepare an end-November meeting to review the
proposed fiscal reform plan of action, progress on payroll
computerization, and the establishment of all measures related to the
VYnluntary Early Departure Program.

While this activity will not be completed in this psriod, the Program
Coordinator should, by November, 1985, draft a three-year EPPP evaluation plan
along the lines indicated in the PAAD presentation and the ProAg and drawing
upon initial experience with the indicators noted above.

C. Evaluation Plan

Following the recruitment of the initial PCU Coordinator, the PCU will develop

a detailed Monitoring and Evaluation Plan for the EPRP. This plan will
include the following:

. 1dentification of the process and impact indicators and the data to
be colleczted for monitoring and evaluation purposes as well as the
methods to be used for its collection and analysis (the preliminary
list is found in Section TV on Program Impact above);

. baseline information on the indicators selected; and

. description of the format, content and timing of reports to be uséd

in the monitoring, review and evaluation of program progress and - the ;

inputs to be provided by part:lcipating GRM agerncies.

1. End-of--Program Evaluation

Approximately six months prior to the end ot the program, an end-of-program
evaluation will be conducted by outside evaluators with financing available
through PM & R or other projects. The evaluation will focus on measuring both
process and impact indicators and, if the evaluation indicates it is
warranted, on developing specific recommendations tor a follow-on policy
reform program.

The evaluation will be planned and coordinated by a joint USAID/PCU team,

immediately fcilowing the last joint GRM/USAID reviuw session (i.e., after the

disbursement of the third Tax Reform tranche).
The evaluation should:

summarize the results of the annual joint review c~essions; examine
the record, assessing their effectiveness in resolving problems,
measuring progresi: toward Program objectives, and setting out valid
action plans for the following year:;
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. analyze the effectiveness of the Program Coordination Unit as a
mechanism for sustaining policy dialogue and for moniloring and
evaluating progress;

assess the phasing of policy reform actions: what went as planned,
where delays occurred, and what remedial actions could/snould hsve
been taken; and

. provide a detailed macroeconomic update, particularly focussing on
structural change throughcut the Program life; roles and
interventions of other donors should be fully taken into account.

2, Applied Studies

The GRM is gradually closing off tlie public sector as a major source of
employment for Mali's newly-educated nopulaticn. The need for private gector
expansion to absorb Mali's expleding working age population is a major concern
for the GRM's economic policy reform efforLs. The EPRP is based on the JTemise
that such an expansion will require an improved policy and institutional
environment, including tax and regulatory reform.

Most observers familiar with Mali's history agree that the climate for
achieving policy and institutional reform has never been better. They also
agree that it is important to make the best of this "window of opportunity"
vhile trying to avoid costly errors that might narrow or close the window.
Two points warrant emphasis in this regard. First, the process of policy and
institutional reform is not well understood. There is littie empirical
evidence upon :which impacts of specific changes can be confidently predicted
-- much less those which are expected to result from the interactions of
several changes. Second, waile the planned reforms are necessary, they are
far from sufficient conditions for stimulating private sector growth and
employment creation.

A learning-by-doing approach to implementation will, therefore, be followed.
The annual USAID/GEM joint review process will be an important element in this
approach. Each year there will be a formal opportunity to discuss progress to
date and to lay out the neiit year's activities in full awareness of the
progress made. The PCU ha:s been charged with arranging for needed studies and
analyses to be carried out in preparation for these reviews. The financial
regoui'ces available to the PCU for this purpose will, however, be limited.

USAID/Mali will, thercfore, seek support for applied research and policy
annlysis from AID central projects, namely, those in ST/RD having to do with
institutional development and the reg.onal Sahel Policy Analysis project.

Two possible studies are described below as indicative of the kinds of applied
research which would inform USAID/Mali as well as other Missions venturing
into the program grant approach to institutional change. The first proposal
is for a study to examine the impact of overregulation on Lhe growth of the
private sector and the second is for a complementary study on impact of Mali's
underdeveloped court system.
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a. Overregulution

As described above, the legal and regulatory systems that have been
established in Mali for controlling the economy are so complex, pervasive and
cumbersome that they are not well understood either by those who administer
them ur by the private seite-. The resulting uncertainty has led to highly
arbitrary application of regulations and the establishment of elaborate
informal systems for avoidance and cicumvention. They have raised
significantly the cost of business formation and transactions in Mali. They
have also discouraged investment in Mali.

While some progress will have been made with the passage of the new Cormercial
Code, much will remain to b2 done. However, further progress will require a
much better understanding of state regulations and their enforcement as well
as thie response systems thet have been developed by the private sector. Thus,
a study will be undertaken to generate needed information. Because of the
complexity of the regulatory systems and the extralegal and subtle nature of
the coping systems that have evolved a long term (18-24 months) study
employing anthropologist data collection techniques will be necessary.

The stuay will include: (1) periodic intensive interviews with a stratified
sample of civil servants who have retired from the Civil Service through the
Voluntary Early Departure (VED) program and who plan to establish businesaes
(whether or not they participate in the Loan Guarantee program) and a
stratified control groups cutside the VED program; (2) significantly less
frequent extensive interviews with a larger stratified sample of thc remaining
VED program participants using pretested questionnaires. The purrose of the
extensive interviews will be to (a) expand the size of the sample to increase
the validity of the findings from the intensive interviews; and (b) tec focus
increased attention on impact measurement. The two survey techniques will be
complementary, with each informing the other.

The design of the study will be prepared with the assistance of an
institutional economist familiar with Francophone institutional arrangements
(legal and regulatcry systems and their administration) as they apply to the
private sector. He will also provide techrnical backstopping for the study
through periodic visits to Mali. The actual study will be carried out by a
study team which will include an ABD csndidate from a U.S. university in the
field of imstitutional economics or economic anthropology. He will be joined
by two or three Malian graduates from ENA.

b. Thn Underdevelnped Court System

Mali's court system appears unable to effectively arbitrate and enforce
property rights and to protect individuals and corporations against the
violation of contractual arrangements by one of the partles, incireases the
risk and uncertainty and, therefore, cost of doing business in Mali. The lack
of a specialized court for handling conmercial matters auds further to
transaction costs. The situation is exacerbated by the lack of trained
personnel to staff such courts and to provide legal services for those wishing
to go to court to resolve their problems. The critical nature of the situation
cannot be overemphasized. Modern economic systems cannot evolve except under
the rule of laws that are fairly applied and enforced.
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Notwithstanding che importance of the court and enforcement mechanisms,
information about them is largely anecdotal. If raform is to occur, ag it
must, we must expand our knowledge of these systems in order to effectively
suppnrt their reform.

Toward this end, a short term study will be undertaken of Mali's court and
enforcement systems. This study will be initiated after the conclusion of the
study of regulations as the findings of that study will provide a major input
for the design of the study of the court system.

The latter will focus on both structural and administrative issues relevant to
the private sector. It will be designed and carried out with the assistance
of a specialist in development law. It is estimated that the study will
require three person-months to design and implement. Funding for both studies
will ba requected under the recently authorized Policy Studies Project.
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SHORT-FORM PROGRAHM AGREEMENT

Between the United States of America, acting through
the Agency for International Development (AID)

AND

the Government of the Republic of Mall (GRM)

1. Program Title: Economic Poli~y Reform Program (EPRP)

2. AID Program Number: 688- 0240

The above-named parties hereby mutually agree to carry out the Project
described in this Agreement in accordance with (1) the terms of this
Agreement, including any annexes attached hereto, and (2) any general
agreement between the two governments regarding economic or technical
cooperation.

3. Amount of AID Grant: § 1.3 million

4, Grantee Contribution to the Project: n/a

5. Project Assistance Completion Date: December, 1988

6. This Agreement consists of thisg Title Page, Annex A (Project
Degscription), and Annex B (List of Goods and Services). :

190



SHORT-FORM PROGRAM AGREEMENT
Annex A
PROGRAM DESCRIPTION
1. Program Title: Economic Policy Reform Program (EPRP)

2. AID Program No.: 688-0240

3. This Program consists of the "Goods and Services" component of a three-year
Economic Policy Reform Program Agreement with the Government of the Republic
of Mali. The purpose of this Program is to support the implementation of
policy reforms in the areas of taxation and budget management through: the
installation of computer systems in various departments of the Ministry of
Finance, the National Commission on Administrative Reform, and the Ministry of
Employment and Civil Service; training of personnel in the use and maintenance
of these systems; on-the-spot technical assistance in the management of these
systems in the start-up years; 2nd the centinuous monitoring and evaluation of
progress in policy reform-related activities.

The activities of the project will be centered in the Program Coordination
Unit (PCU) in the Ministry of Finance. Fifty-four months of technical
assistance will be funded under this Project.

As soon as this Program Agreement is signed, an interim Program Coordinator
will be hired locally by USAID/Mali on a personal services contract for a
period not to exceed one ysar. The SRM will undertake, as part of the Program
Agreement, to assign two full-time professionals and one secretary to the PCU
and to allocated space for the PCU offices. USAID/Mali will seek a long-term
Program Coordinator through competitive bidding in the United States; this
Coordinator will overlap with the interim coordinaicr for a period not to
exceed three months and will remain in Mali for two years.

USAID/Mali will also enter into an agreement with a U.S. firm to provide
technical services in computerization as soon as this Program Agreement is
signed. Through this contract, one long-term (18 months) Automation
Coordinator end procurement services for hardware, software and computer
supplies will be obtained as soon as possible. Short-term technical
assistance and training support needs will be identified by the long-term
technical assistance in the PCU. Up to 20 months of short-term assistance
will be available as needed. Tn addition to these services, funding will be
provided for the commodities needed to furnish and run the Program
Coordination Unit (Annex B).

The PGU functions will, at the outset of the Program, consist of: (1)
supervising the procuremant of goods and service to be acquired and (2)
monitoring GHRM progress in fulfilling the conditions precedent of the EPRP in
a timely manner, particularly with regard to launching the automation plan
proposed for EPRP support.
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On a continuous Lesis, the POU will:

communicate progress and problems to the Minister of Finance or his
designate or a regular basis;

repcrt regularly to the USATID project manager (Program Economist)
regardinrg the progress in implementing various measures specified as
Conditions Precedent to Disbursement in the (long) Program Agreement;

prepare all documentation n:cessary for joint disbursement of funds;
. arrange for the necessary policy studies, assessmeris, seminars,
workshops to facilitate planning, implementation, and evaluation of

policy reformu;

monitor the issuance of any administrative decrees required for
policy impicmentation:

coordinate inter-ministerial and joint GRM/USAID reviews and
evaluations of the policy reform program.

The PCU will alsc be required to assist in designing and negotiating Program
modifications.

The Automation Specialist will be attached to the PCU but will have separate
responsibilities:

. providing technical servires related to the process of computer
purchasing, burn-in, transportation, installation in Mali, training,
and system operations;

. arranging for additional expertise (either from the U.S., France, or
Mali) to provide training ard computer services as required;

. coordinating with other donors as to complementary assistance in
automation being provided by them to the GRM;

. trouble-shooting on all systems installed with EPRP support; and
. advising ot snd guiding the gradual upgrading of the systems as
experience is gained and new requirements demonstrated by the various

users.

4. Special Provisions:

This Program will not be subject to the conditionality associated with the
Economic Policy Reform Program. Procuremeat of all goods and services will be
managed by USAID/Mali.
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Annex B

PROGRAM AGREEMENT

LIST OF GOODS AND SERVICES

1. Program Title: Economic Policy Reform Program

2. AID Project number: 688-0240

3. The following list of goods and services will be subject to. the terms of
this Program Agreement:

Program Coordination services

Interim Program Coordinator (up to 12 person—months)
Prorgram Cocrdinator (24 months)

Automation Specialist (12 months)

Short-term technical assistance (up to 20 person-mcnths)

Equipment

Computer

Honeywell-Bull DPS 6-compatible equipment
U.S.-made microcomputers ,

Hard disk systems

Dot-matrix printers

Uninterrupted power supply systems

Work stations for Honeywell-Bull DPS 6 equipment

Cards for work stations

Automatic power cut~in switch

Air-conditioners

Software (spreadsheets, database management, relational database,
statistics, utilities, forecasting, finenciel anelysis) in French
Computer sugpplies

Computer magazines (in French),

Office evuipmnent

Typewriter

Chairs

NDesks

Tables

Photocopy machine
Microcomputer and printar
Vehicle, POL

Office support

Allowances for staff (overtime, per diems)
Office supplies (paper, pencils, etc.)

Training Materials

.

Visual display materials
Paper, pencils, notebooks, etc.
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PROGRAM GRANT AGREEMENT

ECONOMIC FOLICY REFORM PROGRAM: MALI

ARTICLE 1: THE GRANT

Pursuant to the Foreign Assistance Act of 1961, as asmended, and related
authority, the United States of America, actiug.through the Agency of
International Development ("AID"), hereby agrees to grant to the Republic of
Mali ("Grantee"), under the terms of this Agreement, an amount not to exceed
$16.7 million to promote economic development in tha Republic of Mali.

ARTICLE 2: PROGRAM DESCRIPTION

In late 1984, the U.S. Government announced its intention to launch a
five-year program to support economic reform efforts in a limited number cf
African countries. Congress was asked to approve a funding level of $500
million for this program in the FY 85 budget. Congress endorsed a one-year
program at a level of $75 m..lion, without, however, providing for
continuation of this financing after FY 85. Mali was one of the naticns
selected by the W.S. Agency for International Development {AID) to participate
in this Rconomic Policy Reform Program (EPRP).

The program described here recognizes the important policy reforms already
initiated by the Government of the Republic of Mali (GRM) and provides support
for certain actions which the GRM will undertake over the next three years to
implement these reforms. Macroeconomic and sectoral policies are
increasingly perceived in Mali as key constraints to fucther growth of the
Malian economy and to improving the productivity of the Malian population.
The broad lines of financial and eccuomic policy reform have been clearly
drawn over the past three or four years and are generally accepted. There is
an increased willingness to allocate to the private sector an increased role
where the ownership and management of the public sector have been shown to be
ineffective.

The purpose of the EPRP is twofold: first, to support the GRM in its efforts .
to provide an environment condiicive to iiicreased growth and employment
generation in the private sector, and, second, to reduce the burden of the
public sector on the economy while increasing its efficiency.

The EPRP/Mali will have two principal components involving sustained action.
The measures which constitute the first component are designed to increase
economic opportunity and growth of employment in the private sector, through:

tax reform leadiag to a lighter tax burden, more equitably
distributed, more readily collected, ard providing more incentives
for growth and the creaticn of emplcyment, fewer incentives to
evasion and fraud, and applied with more rigor by the tax
administration services.

the reduction of government regulaticn of private sector activiti,tQ:
a ninimum. : .

Regulatory change (Commercial Code, pricing, and external trade) are
considered to be preconditions for successful implementation of tax reform.

199 x



The second component will be directed toward a reallocation of budgetary
expenditures, 1i.e., an increase in non-wage recurrent expenditures and
investments necessary for the administration to effectively carry out its
essential tasks. This will be achieved, in the first instance, by reducing
the growth of civil service personnel costs, and in the second instance, by
redirecting budgetary savings to non-wage expenditures.

Privatiz:“ion of public enternrises will be launched before the budgetary
restructuring action is initiated. A zimilar approach for reducing employment
in both public enterprises and the Civil Service will be used.

Disbursements of EPRP funds will be made in tranches, reflecting progress made
by the GRM in developing concrete programs for policy-related actions and in
carrying them out. The specific mechanisms for such disbursements are
described in detail in Section 3.

Overall supervision of the Economic Policy Reform Program will be exercised by
the Minister of Finance. Continuous monitoring and support for the EPRP
activities will be provided by a Purogram Coordinating Unit (PCU) in the
Ministry of Finance.

ARTICLE 3: CONDITIONS PRECEDENT TO DISBURSEMENT

Sention 3.1 First Disbursement

Prior to the first disbursement under the Grant, or to the issuance by AID ox
documentation pursuant to whici: disbursement will be made, the Grantee will,
except as AID may otherwise agroe in writing, furnish to AID in form and
substance satisfactory to AID:

A. A legal opinion that the Program Grant constitutes a legal and binding
agreement for the GRM.

B. A statement representing and warranting that the named person or persouns
have the authority to act as the representative of the GRM, pursuant to
Section -- , together with a specimen signature of each person certified

as to its authenticity.

C. Evidence that quarters have been established in the Ministry of Finance
for the Program Coordination Unit (PCU).

D. Evidence that two qualified Malians have been designated to work o
collaboratively with one expatriate adviser in the PCU; they will be
assigned tor a period of up to three yeurs. .

E. A statement designating the bank and account number into which
disbursement is to be made.

The GRM will 2l1so, at the time of signing the Program Agreement, sign a Short
Form Grant Agreement which will provide for the services of an expatriate
technical consultant to assist the Program Coordination Unit and an Automation
Specialist and arrange for the procurement of a specified list of goods and
servico s relszted to the computerization of specified functions in the Ministry
of Finance, the Naticnal Commission for Administrative Reform, and the
Ministry of Employment and Civil Service.
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Section 3.2 Additional Disbursements

A. Tax Reform: The "First Component"

1. Before the disbursement of the first tranche of fuads for the firsf
component of the program, the GRM will:

(a) Present evidence of Council of Ministers approval of revised texts,
by decree or otherwise, regarding the Commarcisi Code, the :
regulation of prices, and the conirol of external trade.

(b) Furnish a three-year action plan for conducting tax reform in Mali
and a detailed action plan, acceptable to USAID, for the first year
of tax reform activity. This one-year plan should include
estimations of possible revenue shortfalls and gains likely to be
realized as a result of implementation of che plan.

2. Before the release of the second tranche of tax reform-related
disbursements, the GKM will present evidence of legislative envctment of the
revised texts regarding the Commercial Code, the regulation of prices, and the
control of external trade.

3. Before the release of the second and third tranches of funds for the
first Program component, USAID and the GRM will jointly review the resultas of
the previous year of tax reform and adjust the funding programmed for the
succeeding year as needed. The adjustment process is described in detail in
Annex I of the PAAD.

In sum, the GRM will:
(a) Present written evidence of the estimated revenue loss realized in
the previous year due to the implementation of the program and if

estimated revenue gains made due to improved tax administration.

(b) Present a detailed action plan for the succeeding year of tax reform
activity.

(c) Demonstrate satisfactory progress in implementation of the preceding

year's programn.

B. Budget Restructuring: The "Second Component"

1. Before the disbursement for the first tranche of the ‘second program
- component, the GRM will: TR

(e) Fulfill all conditions precedent for the firstVtrahche of the first
component. :

(b) Computerize the payroll; all centrally-paid employees will have been
pald through the computerized system.

(c) Put the new budget account classification system in operation for
receipts as well as expendituics.
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(4)

(e)

()
(®)

¢h)

(1)

Demonstrate evidence of having launched the privatization of public
enterprises.

Develop detailed administrative arrangements governing the voluatary
early retirement program; the Ministry of Finance, the Ministry of
Labor and Civil Service, and AID will agree as to feasiblity of
implementation.

Develop detailed arrangements for the functioning of the Feasibility
Study Fund and the Credit Guarantee Fund; the Ministry of Finance,
BCEAO, and AID will have agreed as to feasibility of implementation.

Dévelop detailed disbursement procedures for the first tranche of
EPRP financing, satisfactory to AID; AID and the Ministry of Financa
will also agree on constitution of various local currency funds.

Determine a ceiling, acceptable to AID, for new recruitments into
the Civil Service for 1987, which takes into account recruitments by
category, the average salary level (expressed in index numbers) of a
new recruit, and the value of an index point. AID has tentatively
projected a ceiling for 1987 of 1100 persons.

Target improvements in the structure of the budget, acceptable to
AID, expressed in terms of budget indicators which will have been
mutually determined, dealing with the ratio between personnel
expenditures and non-wage recurrent outlays. AID has tentatively
identified materiais/personnel expenditures ratios of 0.327 and 0.37
as acceptable ratios for 1986 and 1987.

2. Prior to the release of each tranche of the second component, the GRM and
USAID will jointly evaluate the implementation and impact of measures included
in the second component for the period covered by the preceding tranche. They
will agree upon any necessary modifications in the component design for the
following period. '

In addition, the GRM will:

(a)

(b)

Determine adherence to the 1987 celling on new hires into the Civil
Service and determine a ceiling, acceptable to USAID, for new
recruitments into the Civil Service for 1988. This ceiling will, as
in the previous year, taken into account recruitments by category,
the average salary level (expresssed in index numbers) of a new
recruit, and the value of the index point. AID has tentatively
projected ceiling levels for 1988 at 800 new entrants.

Demonstrate effective control of expenditures in the preceding year
and target improvements in the structure of the budget for the
following year. This target should be acceptable to USAID and
expressed in terms of specific budget indicators dealing with the
ratio between materials/personnel expenditures. AID has tentatively
jdentified a ratio of 0.34 as an acceptable target ratio for 1988.
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Section 3.3 Notification

When AID has determined that the conditions specified in Sections 3.1 and 3.2
have been met, it will promptly notify the Grantee.

When the Grantee has constituted various local currency funds associated with
program objectives, particularly with regard to privatization of state
enterprises and personnel reduction efforts, it will promptly notify AID.

Section 3.4 Terminal Dates for Meeting Conditions Precedent

If all conditions specified in Section 3.1 have not beern mét withii 30 days
from the date of this Agreement, or such later date as AID may specify in
writing, then AID, at its option, may terminate this Agreement %y written
notice to the Grantee.

ARTICLE 4: DISBURSEMENT (MECI'ANISMS FOR DISBURSHMENT)

After satisfaction of the conditions specified in Section 3.1, the Grantee may
request AID to disburse the Grant. After review and approval of the
documentation submitted by the srantee, AID will disburse the initial tranche
of the Grant to the bank and account number designated by the Grantee.

Satisfaction of conditions in Section 3.2 will require joint evaluations by
the GRM and AID of plans prepared by the GRM. These evaluations will be
scheduled at least 30 days before they are to be held, to permit thorough
review of relevant documents. The PCU will be responsible for preparing the
docunientation for distribution and the Minister of Finance (or designate) will
ensure that involved parties receive relevant documentation.

1f, as a result of the evaluation, it is determined that conditicns
established in Section 3.2 have been adequately fulfilled, the Grantee may
request AID to disburse specified tranches of the Grant., After review and
approval of the documentation submitted by the Grantee, AID will disburse the
specified tranche of the Grant to the bank and account number designated by
the Grantee.

It is planned that disbursements for the first component of the program will
be made on an aanusl basis, closely linked to the budget planning cycle of the
Grantee, that is, in the November - January period.

Disbursements for the second component are not fixed in time, and will depend
on progress made in personnel and budget management. It is likely that the
first tranche for the component will be disbursed in early calendar year 1986.
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ARTICLE 5: COVENANTS

Section 5.1 Accuracy of Information

The Grantee confirms:

That the facts and circumstances of which it has informed AID or caused AID to
be informed about in the ccurse of reaching agreement with AID on this Grant,
are accurate and complete, and include all facts and circumstances which might
materially affect this Grant and the discharge of responsibilities under this
Agreement, '

Section 5.2 Agree to Inform AID of any Changes in Circumstances

The Grantee confirms that it will inform AID/Bamako in a timely fashion of any
subsequent facts or circumstances that might materially affect, or that it is
reasonable to believe might affect, the Grant or the discharge of respon-
sibilities under this Grant.

Section 5.3 Special Covenants

Except as the Parties may otherwise agree in writing, the Grantee covenants
that it will, throughout the duration of the Program:

A. Assure the presence of adequate technical expertise in the Direction des
Impo*s and the Direction des Douanes to monitor the results of the proposed
tax reform activity.

B. Maintain its policy of not recruiting contractual employees in those
categories and otherwise strictly limiting personnel recruitment .

C. Assure that funds for (1) the privatization of of public enterprises and
(2) general budgetary support have been used for the purposes intended (that
is, severance pay, pension guarantees, credit guarantees, and feasibility
studies)..

D. Assure the assignment of the same personnei to the PCU for the duration
of the program as far as possible; AID will agree as to changes which may be
necessary.

E. Establish a program for publicizing regulatory or administrative changes
enacted with respect to the Commercial Code, price regulation, and tax
reform. 1In addition to normal mass communication channels, direct
communication channels with interested groups should be encouraged and used.

F. Establish procedures (in additicn to automation of the payroll) to ensure
that civil servants leaving the Civil Service through the Voluntary Early
Retirement Program ere not rehired into Government service.

G. Allocate to the PCU adequate powers for the monitoring ana evaluation of
the Program. Except as otherwise agreed in writing, "evaluation" will
include: (1) evaluation of progress towards attainment of Program

objectives; (2) idertification and assessment of problem areas or constraints
which may inhibit such progress; and (3) to the extent feasible, an
evaluation of the overall impact of the program at its conclusion.
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Section 5.4 Compliance with IMF Requirements

The Grantee agrees to comply with the terms and conditions of the ;
Intarnational Monetary Fund (IMF) Stand-By Agreement for 1986-1987, if such an
agreement is concluded.

The Grantee agrees to furnish to AID, upon issuance, copies of all statistical
reports furnished to the IMF or other donors relative to Grantee's compliance

with the reform program, set forth in the IMF Stand-By Agreement for 1986-87,

if such an agreement is concluded.

Section 5.5 Free of taxes clause

The Agrzement and the Grant will be free from any taxation 6r fees impoaedf
under laws in effect in Mali. ;

Section 5.6 Rete of Exchange

For purposes of determining the amount of local currency to be deposited by
the Grantee in any Special Accounts created for tha implementation of the
Economic Policy Reform Program, the Grantee shall use the highest rate of
exchange which, at the time of disbursement under the Grant, is not 'nlawful
in Mali. As used in the preceding sentence, the "highest rate of exchange" is
the rate of exchange which yields the greatest amount of local currency per
dollar, except as the Parties may otherwise agree in writing.

Section 5.7 Agreement not to Change Laws after the Fact

The Grantee agrees that, upon fulfillment of conditions outlined in Section
3.1 and the first disbursement relating to the first and second components,
additional laws and regulations will not be enacted to abrogate the effect of
those which fulfilled the conditions.

ARTICLE 6: SPECIAL ACCOUNTS

Section 6.1 Local Currency Accounts

A. Upon receipt of the first annual tranche of the first component, the
Srantee will establish a "Tax Account" in the bank of its choice and deposit
therein currency of the Repubiic of Mali in amounts equal to digbursements .
inder the grant. Funds in the Tax Account may be used to compensate the
[reasury of the GRM for tax revenue shortfalls realized as the result of tax
reform, according to a proportion to be agreed-upon by the GRM and AID, and
for the improvement of tax administration, as outlined in the annual action
’lan.
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Section 6.2 Generally-Accepted Accounting Principles
Generally-accepted accounting principles will be used in tho establishment and

management of any of the GRM special accounts to permit assessment of use of
these funds,

Section 6.3 Additional Separate Accounts

The Grantee will, upon fulfillment of the conditions outlined in Sections 3.1
and 3.2.B, constitute from its own resources the following accounts:

A. The "Privatization Fund"

This account will be used exclusively for actions related to the privatizatibn .
or liquidation of sslected state enterprises. '

B. The "Rarly Departure Fund"

The Grantee will also constitute from its own resources an Account, hereafter
known as the Early Departure Fund, with which it will assure the
implementation of (1) the Voluntary Eerly Departure Program, (2) the Credit
Guarantee Fund, and (3) the Feasibility Study Fund. If the GRM so desires, it
may establish the Credit Guarantee Fund and Feasibility Study Funds as
separate accounts in the BCEAO or manage them s sub-accounts of the Voluntary
EBarly Davarture Fund.

Section 6.4 Use of Special Accounts

A. The "Tax Account" will be used for

(1) the compensation cf revenue shortralls and
(2) costs of improved tax administration.

The amount of each additional dirbursement to the Tax Account will be fixed in
a declining proportion 2f gross revenue losses resulting from tax reforms.
Annua). reviews will provide for possible adjustment of the proporticn
indicated by the terms of the Grant.

Section 6.5 Use of Additional Special Accounts

A. The Privatization Fund constituted by the Grantee from its own resources
wlll be subject to disbursement mechanisms developed by the Ministries and
other organizations. The Ministry of Public Enterprise will, in collaboration
with the Ministry of Plan, the individual state enterprises, and the Ministry
of Employment and Civil Service, prepare a detailed plan for the privatization
of selected enterprises. This plan will be transmitted to AID for
information. Upon its approval by the Malian entities concerned, the
Ministers of Public Enterprise and Employment will jointly request, in
writing, the transferral of required financing to the public enterprises being
privatized.



B. The Early Departure Fund constituted by the Grantee from its own resources
will be subject to disbursement mechanisms developed by the Ministriles
concerr.ed (Finance, Plan, Employment and Public Service), the National
Commission for Administrative Reform, and both public and private Danks
invclved in Fund management. The Ministry of Employment will describe, in
wriiing, the operation of the Voluntary Early Retirement Fund to the

sat!/ sfaction of all participating Malian entities.

The Central Bank wiil describe, in writing, the operation of the Credit
Guarantee and Feasibility Study funds and, upon approval by all participating
banks, will manage the funds in accordance with the procedures established.

ARTICLE 7: TERMINATION; REMEDIES
Section 7.1 Termination

This Grant Agreement may be terminated by mutual agreement of the Parties at
any time. Either Party may terminate this Grant Agraement by giving the other
Party thirty (30) days' written notice.

Section 7.2 Suspension
If at any time:

A. The Grontee shall fail to comply ﬁighpéhyjpﬁévisldﬁ'of this Grant
Agreemant; or Ve e

B. Any representation or warranty made by/cn behalf of Grantee with respect
to obtaining this Grant or made under this Agreement is incorrect in any
material regpect: or

C. An event occurs that AID determnines to be an extraordinary situation that
makes it improbable either that the purpose of this Grant will be attained or
that the Grantee will be able to perform its obligations under this Agreement;
or

D. any dlshursemént by AID would be in violation cf the legislation governing
AID; or

E. a default shall have occurred under any other agreemant between the
Grantee or any of its agencies and AID or any of its agencies;then AID msy
suspend or cancel this Agreement.

Section 7.3 Cancellation by AID

If, within sixty (60) days from the date of any suspension pursuant to Section
6.2, the cause or causes thercof havz have not been corrected, then AID may
cancel any part of this Grant that is not then disbursod or irrevocably
committed to third parties.
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Section 7.4 Non-walver of remedies

No delay in exercising or omitting to exercise, any right, power, or remedy
accruing to AID under this Agreement will be construed as a waiver of such

rights, powsars, or remedies.

ARTICLE

Section

Section

Section

Section

Section

Section

8.1 Implementation Letters

8.2

8.3

8.4

8.5

8.6

MISCELLANEOUS

Representations
Communications
Information

Language of Agreement

Attestation Clause
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" ANNEX K

EPRP DESIGN TEAM

Louis de Merode, Program Economist
Robert Shoemaker, Design Team Coordinator
Edward Dragon, Legal Consultant
James Elliott, Economist
Jean~-Claude Garcia-Zamor, Personnel Specialist
Sheldon Gellar, Institutional Analyst
Kenneth Ribyat, Computer Specialist
Rene Puttemans, Banking and Credit Specialist
Pascal Salin, Tax Specialist
Emmy Simmons, Agricultural Economist
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ANNEX L.

i UNCI.ASSH'.IE'U OUTGO G
l.)vpurlnu'nl Q/ Slte TELEGRAM

STATE 059974 9999 078319 AID699Y

sIN OFFICE AFOR-06

wi0 AFCO0-02 AFFW-04 AFDP-06 AMAD-01. AFDA=01":RELO-01  MAST-01

/022 A0

..............................
i - R R R R I I I T I T T T T N T Tk

INFO LOG-00 AF-00  EB-08 /€08 R

DRAFTED BY: AID/AFR/PD/SWAP: SPSHAH:EDB
APPROVED BY: AID/DAA/AFR: ARLOVE

AID/AFR/SWA: DCHAMDLER {5UBS) AID/AFR/PN.I HANSMAN (NDAFTYS

AID/AFR/DP: JELLIOTT (INFO)
------------- ©-S.S145353 2861007 /38
P 2807551 FEB 85
FM SECSTATE WASHDC
TO AMEMBASSY BAMAKO PRIORITY

UNCLAS STATE 659974
AIDAC

E.0. 12356: N/A
SUBJECT: MALI - ECONOMIC POLICY REFORM PROGRAM PAIP
DOCUHENT -

MALI EPR? PAIP DOCUMENT WAS REVIEWED AT AN ECPR CHAIRED BY
DAA/AFR, A. R. LOVE ON FEBRUARY 25, 1985. THE DOCUMENT WAS
APPROVED FOR FINAL DESIGN N MALI AND AUTHORIZATION (N
AiD/W, SUBJECT TO CERTAIN CONDITICGNS WHICH WILL BE INCLUDED
IN A GUIDANCE CABLE TO FOLLOW. SHULTZ

UNCLASS IF IED
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UNCLASSIHIED
Department of State

PAGE 01 STATE 862927

ORIGIN AID-00

ORIGIN OFFICE AFAR-C6

INFO AAAF-02 AFFU-04 AFDP-06 FPA-02 PPPB-U2 GC-U1 GCAN-01
GCFL-01 STRD-01 PPR-D1  3SAST-@1 aFDA-01 RELO-01 HaST-81
PRE-0G /037 Al )02

................................ wssmemstasmraccacasRSsRTmavasUsear

$214 080682 AIDI764

INFO L0G-00 AF-00  EB-O8  S50-00 /098 R
DRAFTED BY: AID/AFR/PD/SWLP: WKING

APPROVED BY: AtD/DAA/AFR: ARLOVE

A1D/A7R/SVA: DCHANOLER AID/AFR/PD: LHAUSHAN

A1D/AFR/DP: JHOLGIN (DRAFT} AID/AFR/DP: FIJOHNSON (DRAFT)
AID/ST/RD/0A: RSHOEHAXER (DRAFTI  $/S-0: RVANHEUVEN
''''' mesmenec=e=]10342 208481 /38
0 207581 HAR §% [FF4
FH SECSTATE WASHOC
TO AHEMBASSY BAMAXO NIACT IMMEDIATE

UMCLAS STATE 062927
ALOAC

£.0. 12356: W/A
TAGS:
SUBJECT: MAL) - ECONOMIC POLICY REFORM PROGRAM PAIP REVIEW

1. THE FRINCIPAL ISSUES OISCUSSED AT SUBJECT ECPR VERE
{A) WHETHER A1D SHOULD PURSUE REFORM MEASURES IN ALL
THREE AREAS; (B) WHETHER A10 FUNDS OR COUNTERFART LDCAL
. CURRENCY SHOULD BE USED FOR SEVERANCE PAY, PENSION
BEREFITS 03 LOAN GUARANTEES; ANO (C) HOW TECHNICAL
ASSISTAKCE FUNDS SHQULD 8E USED.

2. THE ECPR'S GUIDANCE 1S SET FORTH BELOV. PER
REFTEL, USAIO/HALI'S CONCURRENCE IS REQUESTED WITH THE
ECPR’S CONCLUSIOQMS:

=== (8) REFCRM HEASURES: THE BASIC OBJECTIVE OF THE
PALI EPRP 1S TO REOUCE THE PUSLIC PAYROLL AND TO
{MPROVE THE EFFICIENCY WITH WiHICH GOYERHMENT SERVICES
ARE DEL IVERED. THE DESIGM TEAM SHOULD EXAHINE WHETHER

SEAVANYS TO BE ABSORBED .MTO C€FFICIENT PRIYATE SECTOR
ACTIVITIES. A1D IHVOLVEMENT IN PUBLIC JECTOR

ENTERPRISE REFORM HAS A LOWER PRIORITY AND SHOULD ONLY BE
PURSUED {F THE DESICH TEAH DEYERMINES (T 1S NECESSARY
FOR SUCCESS OF THE HALI EPRP.

-~= (B) SEVERANCE PAY AND PENSION BEMEFITS: NEITHER
A1D DOLLARS MOR COUATERPART LOCAL CURREHCY SHOULO BE
ATTRIBUTED TO FINANCIHG CIVIL SERVANT'S SEVERAHCE PAY,
PENSION BENEFITS OR LOAN GUARAMIEE PROGRAHS. FUNDS It
THE SPECIAL LOCAL ACCOUNT SHOULD BE USED TC FINANCE
AGREED UPON 1TEHS FOR WKIGH CRITERIA WiLL BE SPECIFIED
IN THE PAAD.

«== {C) TECHNICAL ASSISTANCE: A PORTIOH OF FUNDS
AVAILABLE UNOER THE TECHNICAL A3SISTANCE COMPONERT
SHOULD BE USED TO (1) STUDY THE HALIAK TAX SYSTEM,
PARTICULARLY THE TAX RATES AKD STRUCTUREL AND THEIR
INPACT ON PRIVATE INVESTHENTS ANO EFFICENCY; (2) TO
HONITOR ABSORPTION OF RETIRING CIVIL SERVANTS INTG THE
WALIAM PRIVATE SECTOR, iN ORDER TO IDENTIFY PROBLENS
THAT PREVENT THER FROM FINOING EMPLOYHENT OPPORTUNITIES
FOR THEMSELVES; AND (3} TO INVEST1GATE POLICY AND
INSTITUTIONAL CONSTRAINTS TO PR{VATE SECTOR DEVELOPMENT
VITH A VIEN TO IDENTIFYING WAYS TO REHOVE THEM.

3. THE PRINCIPAL CONCERNS RAISED AT THE ECPR ARE: ()

UNGLASSIFIED

BUTGD ING
TELLGRAM

STATIE 062927 9234 080642 AIDIIGUL
LIVEL OF FUNDING; (B) STRATEGIES FOR ABSORPTION OF

CIVIL SERVANIS INTO PRIVATE SECTOR; ) TIHING ub 1AX

ADHINISTRATIVE IMPRUVEMENTS WND TAX REFOHH; AND (1)

PRIVATIZING UNITS OF GOVERNHENT,

=< (A} LEVEL OF FUNDiHu:  DOLS 18 HILLION PROPOLER FOR
HMALI EPRP WAS QUESTIONED N VIEW OF OTHER WNTICIPWTED
CLAINAKTS ON FY 1959 EPKP FUNDS. SINCE THE MAL! EPRP
WAS THE FIRST TO BE REVIEWED AND THE aVAILABILITY OF
EPRP FURDS 11 SUBSEQUENT FISCAL YEARS STHLL UNCERTAIN
THIS QUESTION COULD HOT BE FULLY RESCLVED AT THE ECPR,
WE WILL ATTEMPT TO RESOLVE THIS CONCERM IN THE NEAR
FUTURE. USAID/HALI AHD THE PA2D DESIGN TEAM SHOULD 13
AVARE THAT BUOGETARY RESCURCES COULD RESULT IN ODEST
CHANGES IN THE LEVEL OF FUHDIKG.

=== (B) STRATEGIES FOR ABSORPTION 3F CiVIl SERVAWIS
INTO PRIVATE SECTOR: EEYOND THE SEVERANMCE PAY, PENSION
BENEFITS AND LOAN GUARANTEE PROGRANS VHICH THKE GRM
MIGHT FUND, T WAS SUGGESTED THAT OTHER PROGRAHS THOULD
BE ESTABLISHED 10 AHEL JORATE UNENPLOYHENT ARISING AS A

WE CONSIOERED THAT IX THE ABSEHCE OF DATA VHICH
SUGGESTS RETIRING CIVIL SERVAKTS WRE UNABLE YO FIND
ENPLOYHENT 14 THE PRIVATE STCTOR THERE 1S REALLY NO
JUSTIFICATION FOR PROGRAMS SUCH A3 RETRAINING AD
PLACEMENT OF RETIRING CIVIL SERVANTS WHICH ARE
NOTORIOUS YORLD-WIDE FOR THEIR HIGH COSTS AND
INEFFECTIVENESS. HOVEVER, IN ORDER TO DCVELOP
INFORMATION AS TO THE ARSORPTICM N THE PRIVATE SECTOR
OF RETIRING CIVIL SERVANT3, WE CONCLUOED CiLOSE
MONITORENG OF THE!R EMTRY INTO THE PRIVATE SECTOR IS
WARRANTED.

=== (C) TIMING 14X REFORM AND ADMIHISTRATIVE
INPAOVEMENTS: DESIGN AHD IHPLEMENTATION OF TAX
ADMINISTRATIVE IMPROYEMENTS {IF ANY) VERE OISCUSSED AT
THE ECPR. WE COMCLUDED THIS COMPGNENT SHGuLD 8E
IKCLUDED IN THE MALY EPRP ONLY IF IT 1S DETERMINED 10
BE CRITICAL TO THE PROGRAN'S SUCCESS. WE ALSO
CONCLUDED . .. MAL| EPRP SHOULD NOT PRCPOSE IMPROVEMENTS
IN TAX ADMINISTRATION UNLESS TAX RATES AND STRUCTURE
ADJUSTHENTS ARE TO BE HABE AT THE SAME TIME.

== (D) PRIVATITING UNITS OF GOVERNHENT: 1T WAS
SUGGESTED THAT THE MALY EPRP COULD HAKE PROVISIONS FOR
EXANINING PRIVATIZATION OF SOME FUHCTIONS TRADITIONALLY
PERFORMED 8¢ THE GRH. EXWHPLES OF FUNCTIONS THT COULD
BE PRIVATIZID ARE TRANSPORT AND TRUCKIMG SERVICES,
VETERINARY SERVICES, THE DELIVERY OF HEALTH AND
EDUCATION SERVICES AND THE SUPPLY OF AGRICULTURAL
INPUTS AHD HARKETING SERVICES.

4. THE PROJECT COKMITTEE (PC) REVIEWED USAID/HALI'S
SUGGESTIONS AS TO "HE COMPOSITION OF THE PAAD DESIGN
TEAN AND SEPTEL WiLL FOLLOW.  ARHACOST



